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A Banker's Diary 


WitH a fortnight of the financial year still to go, revenue was only {10 millions 
short of the Budget estimate of £3,101.8 millions for the full year, while 
expenditure was still {400 millions short of the revised estimate 

Taxation of {6,199.3 millions. Judging by last year’s performance, it 

Outlook looks as though revenue should exceed anticipations by 

about {100 millions and expenditure fall short by perhaps 
£150 millions, leaving the deficit for the year some {250 millions below estimate. 
With the pattern of war economy well established, there has been little dis- 
cussion of any possible changes in taxes in the coming Budget, though one 
possibility that cannot be entirely dismissed is that of a supplementary Budget 
later in the year if the European war should end in the near future. In the 
potentially inflationary circumstances of the transition period, there is clearly 
much to be said for maintaining taxes and budgeting for a surplus, but it has 
been suggested that on the eve of a general election decisions may be influenced 
by political logic rather than economic logic. On the same basis, it would be 
highly surprising to see the removal of E.P.T. without the substitution of 
some other special tax on company profits, even though there is little to justify 
discrimination against undistributed profits at a time when re-equipment is 
so urgent a problem. 

From the purely economic point of view, the principles of taxation during 
the transition period would seem to be clear. We want to stimulate output 
and discourage unnecessary consumption. And since income tax is a deterrent 
both on production and risk-bearing, there is the strongest possible case for 
its reduction, while on the other hand all indirect taxes act as a deterrent 
on consumption and should therefore be retained. Admittedly, all indirect 
taxes are in principle regressive, but this is far less true of the purchase tax 
than of the pre-war taxes on the “ breakfast table.”” In the purchase tax, 
indeed, we seem at last to have found an indirect tax which can be given some 
progressive bias by taxing luxuries at a higher rate than staple articles, and 
this tax above all should certainly be retained for a time at least. 


THE most interesting feature of the Anglo-Swedish- monetary agreement is 
the absence of any formal limit (such as that prescribed in our own agreement 
with Belgium or Belgium’s agreement with France) to the 

Monetary amount of the other’s currency which each party agrees to 
Agreement hold. In practice, this means that no-definite limit has been 
with placed to the amount of sterling that Sweden will accumulate 
Sweden during the transition period, since it is taken for granted 
that for some years Sweden will have an export surplus to 

the sterling area, rather than the other way about. Theoretically, this would 
make the Swedish krona, from our point of view, the “ softest ’’ of all currencies, 
outside the Empire at any rate, but it is understood that our imports from 
Sweden will, in fact, be restricted to essentials and that purchases will not 
be diverted to Sweden on exchange grounds. Possibly, it is this tacit under- 
taking on our part not to take undue advantage of the technical provisions 
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of the agreement which has given rise to reports of a secret clause or proposal. 
An interesting question raised by the agreement is whether a country such 
as Sweden, agreeing to accept sterling after the war in settlement of normal 
trade balances, can count upon any priority in the eventual liquidation of her 
sterling balances in relation to countries such as India, which have acquired 
vast sterling claims under our very questionable system of inter-Allied war 
finance. No doubt this question will be answered by implication when 
arrangements are made for the funding, or only gradual release, of the abnormal 
war sterling. 


THE figures recently quoted by Lord Davidson, president of the Engineering 
Industries Associatior:, once again raise the question : How liquid is industry ? 
From Lord Davidson’s figures, it is quite clear that one im- 
How portant section of industry, at any rate, is anything but liquid. 
Liquid is The combined results for 100 representative engineering firms, 
Industry ? who have rather more than doubled their personnel during 
the war, show that of profits totalling {9,895,000 for the last 
financial year, no less than {9,125,000 was taken in Excess Profits Tax, income 
tax and war damage contributions. The remaining £775,000 represents a 
return of the order of 3 per cent. on the combined turnover of about £28 millions. 
At their latest balance sheet dates, these firms possessed current assets of 
£11,748,000, against which there were ordinary current liabilities of £4,966,000, 
with an additional {4,501,000 earmarked against tax liabilities. But can it 
be taken for granted that balance sheet figures are indicative of the true 
liquidity of industry ? The position of the engineering firms only confirms 
the general impression given by a study of the balance sheets of a group of the 
largest companies, which also show no very great surplus of liquid assets. On 
the other hand, few people would be prepared to question the Budget White 
Paper figures, which show undistributed profits of the order of £1,000 millions 
for the five years 1939 to 1943. In the light of these figures, it is difficult to 
believe that industry as a whole is not more liquid than at any time in its 
history (though it is equally true that the operation of Excess Profits Tax, 
combined with the rising price level, has involved a considerable running 
down of real capital, as distinct from money capital). The basic difficulty 
is probably that the concerns possessing large liquid assets and claims for 
E.P.T. refunds are not those which will most acutely need capital for purposes 
of peacetime production. 


THOUGH exports continue to be restricted to the essential requirements of our 
overseas customers, the statistics for 1944 show that even on this basis some 
slight recovery in our export trade from the abysmally low 

Upturn levels of 1943 was possible last year. In terms of volume, 

in exports increased very slightly, from 29 to 31 per cent. of the 
Exports 1938 figure ; and since prices were on the average 78 per cent. 
above pre-war (against 71 per cent.), the proceeds expanded 

by some II per cent., to {258.1 millions. Towards this total, the biggest 
contributions were made by machinery (£41.0 millions), cotton goods (£37.0 
millions), chemicals (£28.1 millions) and silk products (£16.4 millions), these 
four items thus accounting for nearly half of the whole. Silk products, in- 
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cidentally, were the sole item where 1944 exports actually exceeded the 
pre-war level in volume (130 per cent. of 1938), the next best being chemicals 
(80 per cent.). Apart from these, only pottery, cutlery, etc., and electrical 
goods registered a decline in volume of less than 50 per cent. Prices range 
up to 377 per cent. of pre-war, for hides and skins, and 309 per cent. for 
timber products, the smallest rise being one of 46 per cent. for iron and steel 
and manufactures thereof. In the geographical distribution of exports, 
the principal changes were a sharp increase in shipments to British countries 
and Russia, and decreased exports to Latin-America. As one indication of 
post-war possibilities, it may be noted that the three largest pre-war items 
(coal, iron and steel, and vehicles), which together brought in £123.5 millions 
in 1938, produced no more than {24.7 millions last year. 


AN extremely lucid exposition of the Bretton Woods Plan by Dr. M. H. 
de Kock (Deputy-Governor of the South African Reserve Bank and author 
of the well-known book on central banking) was published 
A Central in the December 1944 issue of the S. African Institute Journal. 
Banker on Dr. de Kock points out that the Monetary Fund “ differs 
Bretton fundamentally from the gold standard in that its functioning 
Woods is not based on the free convertibility of currencies into gold 
and the automatic influence thereof, and in that it formally 
permits members exercising such exchange control over capital transactions 
as is deemed necessary,” as well as by permitting changes in par value. ‘“ The 
Fund plan thus imparts elasticity at the very points where the gold standard 
was unduly rigid. . . . It makes the general monetary position of a member 
country much less vulnerable.”” At the same time, member countries must 
realize that they cannot have it both ways and, once the transition period is 
over, must be prepared to accept some degree of economic discipline to help 
maintain the free convertibility of currencies for current transactions. In 
conclusion, Dr. de Kock recognizes that the adoption of appropriate economic 
policies is fundamental to the success of both Fund and Bank, and the hope 
is expressed that the United Nations will act upon the unanimous resolution 
of the Monetary Conference that trade barriers should be reduced and arrange- 
ments made for the orderly marketing of staple commodities at fair prices. 


In February, the chief feature of the clearing bank returns was again the 
relatively large decline in deposits. As compared with the end-December 
position, the deposit total showed a decline of £140 millions, 

Sharp of which only £41 millions reflects the normal reaction from 
Fall in the end-year peak level of balances in course of collection. 
Deposits This compares with an apparent decline of £135 millions over 
the corresponding period of 1944, of which as much as {£60 

millions reflected the seasonal contraction of items in course. Owing to the 
disparity between the dates of the revenue returns, the monthly debt returns 
and the making-up dates of the banks, it is unfortunately impossible to 
estimate precisely the Exchequer position permitting this temporary funding 
of deposits, but the result clearly indicates the continuing buoyancy of revenue, 
especially as on balance tax certificates were encashed during this two months 
to a total of some £75 millions (as compared with £85 millions last year). 
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CLEARING BANK RETURNS 

Feb. Change on: 

1945 Month Year 

£m. £m. £m. 
Deposits .. a wa 4,404.9 — 57-3 + 508.1 
Cash re ae aa 454.8 — 4.9 + 40.6 
Call money ei +4 187.7 — 10.1 + 38.1 
Discounts ‘es ‘a 139.7 — 19.8 + 16.2 
(fo ee i 7 1,638.5 — 24.0 + 374-5 
Investments << ie 1,159.9 — 5-4 + 18.9 
Advances 759-4 + 6.4 + 6.7 


On the assets side, the princiga] movement was, of course, the reduction of 
£24 millions in T.D. R. holdings. More significant is the combined decline 
of £30 millions in money market assets, indicating the extreme tightness of 
credit in the final days of the month, calling for heavy special buying. The 
slight recovery in advances, which was somewhat less in February 1944, 
doubtless reflects the usual seasonal borrowing in connection with tax pay- 
ments, and certainly cannot be taken as indicating that the trend of advances 
is once again rising. 


A NUMBER of important British firms have combined together in the formation 
of a new body—the British Export Trade Research Organization—to conduct 
market research into overseas markets. The new organization 
B.E.T.R.O. should prove a useful adjunct to a post-war export drive. 
Though many important firms have employed market research 
in export markets on their own account, it is widely recognized that British 
exporters as a whole have not done sufficient to find out exactly what the 
overseas consumer requires. There will be no overlapping with existing 
facilities, since the Department of Overseas Trade itself has expressed the 
view that market research is needed to supplement official information if 
new markets are to be won and old markets expanded. Members of the 
new body will be of two classes: founder members who will guarantee £500 
a year for the first three years, and ordinary members whose annual sub- 
scription will be {100. It is hoped that B.E.T.R.O. will dispose of resources 
of the order of a quarter of a million a year, and on this basis will clearly be 
able to provide a service that no single advertising agency, or even a pool of 
agencies, could hope to offer. 


By a recent Act, Northern Ireland Government securities are granted trustee 
status on exactly the same footing as those of the United Kingdom Govern- 
ment. Trustee facilities extend to purchases of bonds standing 
Ulster at a premium, and the securities concerned become available 
Securities : for the investment of Savings Bank funds. At present, the 
Trustee outstanding amount of officially-quoted Ulster Government 
Status securities is less than {11 millions, but substantial new borrow- 
ing may, doubtless, be expected during the reconstruction 

period. 


IT is announced that agreement has been reached between the Council of 
the Law Society and the clearing banks on an increase in solicitors’ fees for 
a report on the title to property on which a bank contemplates 

Solicitors’ making an advance. The banks have circularized their 
Fees branches that the fee is not in future to be less than 
Raised =} guineas. 
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Some Principles of Reparations 
By the Editor 


T the Yalta Conference it was decided to set up a Reparations Commission 
Ae exact compensation from Germany, but there has as yet been com- 

paratively little discussion of the practical possibilities in this direction 
or the economic problems which are involved. Subsequent articles in this 
issue review in detail the story of reparations after the last war and the salient 
points about the German economy which must inevitably determine Germany’s 
capacity to pay reparations. Nobody reading these articles could fail to 
realize that very thorny questions are involved both in the transfer and absorp- 
tion of reparations payments; but at the same time experience makes it 
possible to lay down some guiding principles for the future, though even 
these would doubtless not be universally accepted. 

The first point, of course, is that a fundamentally different approach is 
indicated, from the purely economic point of view, towards a Germany which 
is regarded primarily as a source of reparations payments, on the one hand, 
and on the other hand towards a Germany which is regarded primarily as a 
potential enemy to world security, whose economy must be crippled at all 
costs. From the point of view simply of maximizing possible reparations 
transfers, there can be no question of destroying Germany’s capital equipment 
or of simply confiscating all the movable capital on which the United Nations 
can lay their hands.- This point is important because there is a widespread 
idea that the confiscation of capital is an easy means of collecting reparations 
payments which avoids all the difficulties involved in the transfer and coHection 
of a continuing flow of tribute. Actually, this idea is quite unrealistic, since 
it is quite obvious that the total value of movable capital, such as rolling 
stock or merchant vessels, must be comparatively small in relation to the 
vast amount of damage occasioned by the war. There would be still less 
point in this destruction of the German capital structure if the United Nations, 
or some of them, were subsequently to provide fresh capital equipment in 
order to prevent economic chaos and wholesale starvation. Naturally, none 
of this should be taken as applying to armaments industries and other strategic 
industries, which must obviously be dismantled. 

If reparations are in fact intended not as a punitive measure but as a 
means of exacting some compensation for the destruction wrought by war, 
then it is clear that they must be assessed as an annual tribute extending 
over a considerable period of years. The theoretical limit to such annual 
payments could be defined in more than one way: for example, as the extent 
of the German war effort, so far as this is paid for by the current sacrifices 
of the German people (i.e. gross war expenditure Jess drafts on capital and 
less the German import surplus from occupied countries), or as the difference 
between pre-war consumption p/us armaments expenditure and capital in- 
vestment for the building up of the war machine, on the one hand, and some 
minimum level of subsistence, on the other hand. In principle, this minimum 
subsistence level might actually be lower than the wartime level of German 
consumption, which has been appreciably higher than that in the occupied 
countries. In practice, some increase in wartime standards would probably 
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be deemed expedient. It will be realized that this theoretical limit, or anything 
like it, could probably be achieved only in a fully controlled economy, in which 
the United Nations would continue the system of rationing and also retain 
full control over monetary policy and credit policy. Lord Keynes’ com- 
paratively low estimates of the limits of reparations after 1914-18, for example, 
were based on the tacit assumption that German consumption must be allowed 
more or less to find its own level. Similarly, though reparations last time 
were in fact accompanied by a net import surplus, these were imports free 
from direct restraint. 

Secondly, no attempt should be made to express the total of these annual 
payments as a capital sum. Experience after the last war shows quite con- 
clusively that the introduction of the compound interest element produces 
quite impossible situations where, if the reparations are extensive, failure to 
meet the full liability in any one year may leave the outstanding liability 
higher at the end of the year than at the beginning, in spite of substantial 
transfers. Moreover, the term of years during which reparations are to be 
exacted should be strictly limited to some moderate period, such as 20 or 
25 years, in order to provide some incentive to eliminate the liability. 

Thirdly, no attempt should obviously be made in the early years to exact 
reparations at the average level required over the period as a whole. This is 
because considerable capital investment will obviously be required during 
the reconstruction period merely to put the German economy in working 
order again. Whether the necessary capital is borrowed from abroad or 
created internally by curtailment of consumption, the effect must in either 
event be to reduce the possible surplus available for reparations. Hence 
the annual transfers should start from little more than a token payment, 
rising to the full level after perhaps five years. If the total period of reparations 
were limited to, say, 20 years, it might be thought expedient to exact the 
maximum sum between, say, the fifth and tenth year, allowing the annuities 
thereafter to taper downwards, again in order to maintain incentive. 

It is a delusion to suppose that reparations in kind are intrinsically any 
different from reparations assessed in money terms. Provided the financial 
and economic policy of the paying country is so directed as to secure the 
requisite export surplus, the net result is almost exactly the same, the only 
effect of assessing payments in kind being to restrict the choice of the receiving 
countries to some specific range of commodities, instead of allowing them to 
purchase those which may seem cheapest or otherwise most desirable at any 
particular moment. On the other hand, to restrict the range of choice to 
specific commodities, such as coal, does have the advantage of enabling the 
recipient countries to adapt their economies to the absorption. of these par- 
ticular goods. One form of reparations that clearly deserves serious con- 
sideration is the import of German workers, for example to expedite rebuilding. 
This would have the added advantage of accelerating the housing programme 
without necessitating a temporary increase in the personnel of the industries 
concerned, followed by a sharp contraction when the most urgent require- 
ments have been met. It may be taken for granted that any such proposal, 
or indeed the receipt of reparations in any form, would be opposed by the 
particular interests producing the commodity concerned. Opposition of 
this kind should not be allowed to obscure the basic fact that free goods are 
in the national interest, especially during the transition years of abnormal 
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scarcity. It is for the Government to give the national interest priority 
over. vested interests, either of labour or capital, to reject outright the 
“petition of the candle-makers against the sun.” 

In all this, one basic concept has been left undefined, and that is the 
question what is meant by Germany. As is sharply brought out in the 
article discussing Germany’s capacity to pay, it is clear that very little in 
the way of reparations could in practice be exacted from a Germany which 
no longer included the Rhineland and Upper Silesia. Though the severance 
of these districts would involve the loss of no more than 33 per cent. of the 
territory of the Reich, it would mean splitting off seven-eighths of the German 
output of solid fuel, five-sixths of its steel production, four-fifths of its rolling 
mill capacity, and more than go per cent. of its pig iron. Thus the possi- 
bilities of enforcing a reparations policy are closely bound up with the policy 
adopted towards the question of dismemberment of Germany. 

One final point. Now that the principle of imposing reparations has been 
officially adopted, would it not be possible to link with reparations the question 
of the abnormal sterling balances ? India, for example, feels that she is entitled 
to some compensation for her wartime sacrifices. To that proposition, this 
country can only reply: ‘‘ Perhaps, but not at our own expense, since our 
sacrifices have been greater still.’’ If the liquidation of these claims could 
be made the responsibility of Germany rather than the United Kingdom, a 
formidable and unjustified burden would be lifted from our post-war economy. 


Reparations 1919—31 
By Edward Charles 


HE Yalta Conference provision for a Reparations Commission suggests 
Tina the United Nations are determined to exact from Germany after 
this war the largest possible contribution to the rehabilitation of their 
devastated areas. In this matter, as in relation to disarmament and other 
political issues, the mistakes of Ig1g are to be eschewed. Whether, in fact, 
they will be eschewed and whether other, not very different, mistakes will 
not be made is another question. The lessons of history are remarkably 
difficult to apprehend, and quite honest and well-informed persons often 
draw flatly contradictory conclusions from the same facts. However, it is 
not the purpose of this article to do more than recite, briefly and approximately, 
the history of German reparations after the last war, or rather an aspect 
of that history. For no attempt will be made to discuss the political 
manceuvres and purposes which form the background of the reparations story. 
In 1918, Germany did not surrender unconditionally but asked for an 
armistice on the basis of President Wilson’s Fourteen Points. Thus, there 
could be no indemnity : but, on the other hand, ‘‘ compensation will be made 
by Germany for all damage done to the civilian population of the Allies and 
to their property by the aggression of Germany by ‘land, by sea and from 
the air,”’ this being by way of interpretation of President Wilson’s reference to 
restoration of the invaded territories. 
The meaning of this phrase, which had been accepted by the Germans 
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as one of the conditions of the armistice, was a matter of lengthy controversy 
among the allied delegations at the Peace Conference. In the first place, of 
course, all identifiable property removed by the Germans had to be returned 
to its rightful owners. Reparations proper began after this point. They 
included, broadly, compensation for personal injury and other damage to 
civilians ; compensation for destruction of or damage to all non-military 
property (including, of course, merchant ships) ; reimbursement of fines, 
contributions and other levies by the occupying Power ; and, finally, payment 
for all Allied service disability pensions, war widows’ pensions, etc., and 
separation allowances and similar payments to the families of serving men 
during the war. It was in regard to the inclusion of this fourth group of pay- 
ments that controversy raged. In his famous ‘“‘ Economic Consequences of 
the Peace’ and the sequel, Mr. J. M. Keynes maintained that this was a 
breach of faith on the part of the Allies. It was certainly an important 
point: for such pensions accounted for about a third of the French claim 
and seventy per cent. of the British ! 

The Treaty did not determine the total amount of the reparations. This 
was left to the (inter-allied) Reparations Commission, working on the basis 
of claims to be submitted by each Allied Government in accordance with the 
Treaty provisions. In April 1921 the Commission assessed the total at 132 
milliard gold marks ; this total was not subdivided either among the individual 
Allies or by categories of claim. The Allies had already agreed at Spa on 
the allocation among themselves of reparations receipts, on the basis of broad 
percentages, subject to certain prior rights. The chief beneficiaries were to 
receive : 


France oe oe aa -+ 52 per cent. 
British Empire is xa its $4 is 
Italy a “<s ‘i + 16 ,, 
Belgium wd = se ie 2 


In addition to Reparations proper, certain other payments had to be 
met out of receipts at the disposal of the Reparations Commission. The chief 
of these were the costs of the Allied Armies of Occupation, and the sums 
lent by the Allies to the Belgian Government during the war. The latter 
(ultimately fixed at about 5.6 milliard gold marks) were given an immediate 
priority, after an initial 2 milliards of reparations for Belgium, under the Spa 
agreement ; and, of course, the current costs of the Armies of Occupation 
also had to be met before any reparations distribution could be made. All 
this, however, was a matter of allocation as between the Allies: and various 
modifications of detail were from time to time agreed. Germany’s total 
liability was 137.6 milliard gold marks, plus whatever the Armies of Occupation 
and miscellaneous Control Commissions might ultimately cost. 

Needless to say, the Treaty, while leaving the total reparations liability 
undetermined, did not fail to stipulate for the payment of a modest sum on 
account. This was fixed at 20 milliard gold marks (including, as all annuities 
and actual payments do, the allocation to Armies of Occupation and other 
subsidiary items)—slightly more, we may note in passing, than the total 
actually paid when the Hoover Moratorium put an end to all reparations ! 
A further 40 milliards were to be paid in bonds, bearing 24 per cent. interest 
from 1921 to 1925 and 5 per cent. thereafter. In due course, other bonds were 
to be delivered to the Commission. In short, once the total liability for 
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reparations was fixed, interest on it was to accumulate. The whole liability, 
principal and interest, was to be liquidated within thirty years. 

The responsibility for securing payment of reparations by Germany 
devolved upon the Reparations Commission, to be composed of delegates of 
the United States, Britain, France, Italy, and Belgium, Japan or Yugoslavia 
(according to the particular issues under discussion). The American delegate, 
of course, never joined the Commission, except as an “ observer.”’ It had very 
wide powers, which might even extend to the postponement or the cancellation 
in certain circumstances, if it considered it necessary, of German liabilities, 
on the one hand, or on the other the calling in of Allied Armed Forces to impose 
its demands. In particular, it had the right, up to May 1, 1921, to call for 
the delivery of any German asset, “‘ gold, commodities, ships, securities or 
otherwise...” to meet the 20 milliard gold marks—and to return to 
Germany such of these as might be necessary to enable her to continue 
reparation payments in the future. The hand of compromise could be seen 
at work throughout these provisions ; on the one hand the Allies had the right 
to take everything and ask for more, on the other the claims of moderation 
were met by general provisions that, if these demands turned out too much, 
the Commission could be content with less. 

To meet these liabilities, Germany had certain capital assets. First, 
there was the surplus, if any, of German-owned property in the Allied countries 
over private debts due by Germans to Allied subjects. Then she was to be 
credited with the value of the Saar coalfields, which went to France; of the 
mercantile marine, which had to be handed to the Allies ; of railway rolling- 
stock, cattle, certain river craft, submarine cables and various other items 
which had to be—and were—surrendered. Finally, there were the gold reserve 
of the Reichsbank, or such part of it as the Reparations Commission might con- 
sider as not absolutely indispensable, and such part of German investments in 
neutral and ex-enemy countries as might be disposable. No figure is available 
for the actual yield of these latter, for they are absorbed in the general classifi- 
cation of ‘‘ cash payments.’’ For all the others, the total figure as valued 
by the Reparations Commission up to August 31, 1924—and this may include 
some newly-built ships and similar items not of a capital character—amounted 
to the relatively low total of 4.5 milliard gold marks. 

Speaking generally, it is probably not unfair to compare the attitude 
of the Allies towards reparation payments with that ascribed to the mid- 
Western Senator anent war debts: ‘“‘ We don’t want your gold and we don’t 
want your goods: we want your money.’”’ There were, however, general 
provisions in the Treaty for payment in kind, which were, doubtless, conceived 
by some as means to facilitate Germany’s problem of payment and by others 
as means to secure delivery of useful German products. The latter point 
of view definitely underlay the provisions for delivery of certain special 
commodities, of which the chief—as regards current production, and leaving 
aside the transfers of capital assets referred to above—was coal. The mines 
of the Pas de Calais had been severely damaged ; besides, in the world as a 
whole, coal, then as now, was in short supply. Germany, therefore, besides 
the transfer of the Saar to France and of part of Upper Silesia to Poland, 
was obliged to deliver to the Allies quantities of coal varying around 40 million 
tons per annum for ten years. 

This requirement turned out to be incapable of fulfilment. 
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duction (including Silesia) had fallen from 174 million tons to 118 millions 
between 1913 and 1919, due to exhaustion and malnutrition of the miners 
and the bad condition of the mines. It rose again to 131 million tons in 1920 
and a maximum (in the new frontiers) of 163 millions in 1929. Already 
in 1920 the Reparations Commission reduced their demands to 21.5 million 
tons; even this was not, in fact, achieved. By 1921, the world shortage 
of coal had passed, and the Allies were no longer particularly interested in 
receiving actual deliveries. The story thus becomes part of the general 
history of reparations payment and default. In the meanwhile, it is worth 
recording that, to obtain 12 million tons in the second half of 1920, the allies 
agreed to pay 360 million gold marks in cash (according to the amount delivered) 
to enable the German authorities to import necessary food. This, again, 
reduced the value of reparations payments available, though it did mean 
that the Allies got the coal. 

By April 30, 1921, the Reparations Commission estimated total German 
payments at 4} milliard gold marks, instead of the 20 milliards which were 
supposed to have been paid, and, of course, the greater part of this was the 
value of capital assets transferred. In that year already some practical 
modification of the Treaty provisions was agreed. The current liability of 
the German Government was fixed for the time being at 2 milliard gold marks 
per annum, plus 26 per cent. of total German exports. Furthermore, the 
greater part of the capital liability was no longer to accumulate interest. 
There remained 2} milliards interest at 5 per cent. on an active liability of 
50 milliards. It may be noted that bonds for this amount were delivered 
to the Commission, and the Allies had the right to dispose of these. Obviously, 
however, there was no chance of this being possible while Germany’s economic 
condition remained so bad and her total liabilities so great. We can see here 
the germ of the idea of converting reparations into private ‘‘ commercial ” 
liabilities, which developed considerably at a later stage. 

The history of the next three years is one of default, expedients, inflation 
and the punitive occupation of the Ruhr. Its interest is chiefly in the currency 
aspect, which is discussed elsewhere in this issue. By the end of it, Germany’s 
total payments had increased to 8 milliard gold marks, of which 1.7 milliards 
represented payments in cash, which the German Government successfully 
raked up in the first year of the period. Doubtless, they were derived to a 
considerable extent from the gold and securities which were referred to above. 
As much as 8 milliards are estimated to have accrued at that time from ill- 
advised foreign “‘ bull’’ speculation in the mark, but part of this was absorbed 
by the adverse balance of trade and by the wiser accumulation of foreign 
assets by private German interests. 

An interesting side-issue of this period is the operation of the British 
Reparations Recovery Acts. Passed in March 1921, these authorised the 
levy of a special duty on imports of German goods into the U.K., the proceeds 
to be retained by the British Government on reparations account. Throughout 
most of the period, this duty was fixed at 26 per cent., the level of the variable 
portion of Germany’s current liability. In the first half of 1924, however, it 
had to be reduced to 5 per cent., because the German Government’s scheme 
to reimburse the duty to its exporters had broken down and the duty was 
killing the trade. The Acts brought in 373 million gold marks to this country 
by August 31, 1924, and so could be accounted in some degree a success. 
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But what was taken in this way was, of course, just so much deducted from 
the German pool of “ devisen,”’ and would otherwise have been available, so far 
as it went, to support the mark or to swell the general availability of reparation 
transfers had there been any. In the particular circumstances, the exchange 
was doubtless useful, but once the Dawes plan had reduced the reparations 
and exchange systems to order, it lost its raison d’étre, and was in fact, though 
not in form, abolished, the ‘‘ devisen ”’ being taken directly from the German 
exporters and held for account of the Agent-General for Reparations. 

The following table is abbreviated from the official Reparations Commission 
statement of reparations receipts (including payments for occupation expenses, 
etc.) up to August 31, 1924. It is of interest as showing the relative con- 
tributions of the various methods of payment. It also shows the values 
claimed by the German Government in respect of some of the items; and 
these figures, while probably of little significance in themselves, may serve 
to illustrate the nature and degree of the controversy which was continually 
being carried on, even within the limits of the technical aspect of the matter, 
throughout this period. 


GERMAN REPARATION PAYMENTS TO AUGUST 31, 1924 
Gold Marks (millions) 


Reparation German 
Estimates by Commission Government 

Cash nee as ae . 1,711 1,754 
British Reparation Recovery Acts aid an a a 373 373 
Coaland Coke .. i s — ne 959 2,334 
Dyes, chemicals, coal- tar ‘products ne ea ee ‘i 128 290 
Live-stock and agricultural machinery a re a 168 225 
Other deliveries in kind. . _" a ae as a 385 385 
Shipping .. ae es bi ea - 806 4,542 
Rail, harbour material, lorries ee os is ea 865 1,942 
Non-military equipment ieft behind fronts “e ea aa 140 5,041 
Private property abroad, delivered .. we ee ‘a 127 10,253 
State property in ceded territories, etc. si0 a ea 2,324 10,327 
Miscellaneous war material, etc. ea ee én ae 2 1,390 
Ruhr Occupation expenses ac ne * ‘a ee 2 1,370 
Total (including other items) ak ba ea on 8,092 41,442 


The Dawes Plan, which came into force on September 1, 1924, was directed 
as much to the stabilization and control of the German economy as to the 
specific organization of reparation payments. In particular, the experts 
who drafted it and the statesmen who approved it were concerned to safeguard 
the rehabilitation of the Reichsmark, which had been effected at the end of 
1923 by Dr. Schacht, and to restore the credit status of Germany. These 
objects were regarded as the pre-condition of getting reparations at all. The 
period of “ squeezing till the pips squeak ’’ was over: that of orange-farming 
had begun. 

The main lines of the Dawes Plan as regards reparation payments were : 

The determination of an all-inclusive schedule of annuities, by which 
the German Government could plan in advance to meet the whole of its 
reparations (and related) obligations year by year. 

The allocation of certain revenues, in particular a charge on the 
‘“ commercialized ’’ German railways, to meet the annuities; the Budget 
to be balanced. 

The postponement of any determination of the ultimate total obligation 
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which, together with the level of the later annuities, would depend upon 
the development of the German economy. 

The restriction of the liability of the German Government to payment 
in Reichsmarks, the transfer, according to the availabilities of exchange, 
being the responsibility of the creditor states through a Transfer 
Committee. 

The issue of an international loan of 800 million gold marks (the Dawes 
Loan) to provide Germany with an immediate accession of “‘ devisen ” 
and, incidentally, to provide most of the Reichsmarks for the first annuity. 

The Dawes Plan, alone in the history of reparations schemes, was executed 
without default and relatively without controversy. 
The amount of the annuities was fixed as follows : 


Million Gold Marks 


1924-5 .«. oe ee es 1,000, including 800 millions from Dawes Loan 
1925-6 .. ee os ai 1,220 

1926-7 .. oe ee ee 1,500 

1927-8 .. ee on om 1,750 

1928-9... ee o« aa 2,500 and thereafter : standard year 


It would scarcely have been possible, during the prior period of currency 
fluctuation and general economic disorganizatjon, to gain any idea of the real 
burden of reparations demands or actual payments by relation to other 
economic statistics. For these years, however, some comparative figures 
may be useful : 


Budget 
Revenuc* Exportst Importst National Income 
In Millions of Marks) 
1924-5 ‘s 7,757 10,081 10,020 54,300 1925 
1925-6 ae 7,730 10,540 11,727 56,200" 1926 
1926-7 es 3,072 11,655 14,235 60,600 1927 
1927-8 ee 9,020 12,933 13,409 69,000 1928 
1928-9 ara 9,705 13,600 13,600 70,500 1929 


* April-March. + June—-May: adjusted figures: exports include deliveries in kind. 
Calendar Year, approximate. 


It will be seen that, for the first year, the plan demanded only 200 million 
marks from the revenue resources of the country, while it left Germany with 
a net surplus of foreign exchange, as part of its contribution to the definitive 
stabilization of the Reichsmark. For 70 per cent. of the first annuity was 
finally used inside the country, being in payment of occupation costs, deliveries 
in kind and analogous items ; so that only 300 million marks had to be trans- 
ferred over the exchange, while 500 millions of the proceeds of the Dawes 
Loan went to the German “ devisen”’ balance. Furthermore, the service 
of the loan was to count against the annuities, so that it was really provided 
by the Allies themselves by deduction from their receipts. 

The subsequent arrangements for transfer were such as to give a complete 
guarantee that current reparations payments should in no way threaten the 
stability of the Riechsmark exchange. For the German Government having 
paid its marks to the account of the Agent-General for Reparations, they 
were only to be converted into other currencies so far as the circumstances 
allowed. Theoretically, this would seem to imply that reparations would 
only get what was left over from the balance of payments, as determined by 
other economic conditions. In practice, the German Government was required 
to pursue a policy which took into account the “ devisen ’’ demand of repara- 
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tions, and its general financial administration was in a measure subject to 
Allied supervision. In particular (for ideas on these matters were still rather 
primitive) the budget, including the liability for annuities, was to be balanced. 
In the event, transfer caused no difficulties during the period of the Dawes 
Plan. But, as is well known, reparation transfers were at all times more 
than offset by imports of capital into Germany. The Transfer Committee 
can be said to have allowed, or required, payments which, while they left 
the current position of the Reichsmark unaffected, built up a structure that 
was bound subsequently to lead to collapse. To this we shall revert later. 

The Dawes Committee fixed the annuities at the level “ which we think 
Germany can pay in consideration of her budget possibilities’: they felt 
unable to estimate the possibilities of transfer and left these to be discovered 
by experience. In the same way, the annuity of the standard year was to 
be increased by a supplement according to an “index of prosperity’ and 
the duration of the scheme was indefinite. The Young Plan, beginning at 
September 1, 1929, attempted to bring finality to the matter. A definite 
schedule of payments was drawn up, ending in 1987-8 ; the amounts of the 
annuities were to be rather smaller than those contemplated in the Dawes 
Plan. But the transfer was to become the responsibility of the German Govern- 
ment (though part of the payments could, if necessary, be postponed), and 
accordingly the Allied Controls and Commissioners were removed from 
Germany. The functions of the Agent-General for Reparations were taken over 
(so far as necessary) by the new Bank for International Settlements. Repara- 
tions, as was hoped, had been “ commercialized ’’ and removed from the 
political arena. 

It will be remembered that the original Treaty scheme provided for the 
issue of bonds for the capital amount of reparations ; the Allied Governments 
had some idea of issuing these on their own (or neighbours’) markets, thus 
mobilizing (though only with the resources of their own capital markets) 
the long-term German obligation. This in part was what the Dawes Loan 
did, since the proceeds facilitated the first Dawes annuity and the service 
fell to be debited against subsequent ones. The Young Plan, having reduced 
the reparations liability to tirm and definite form, contemplated the extension 
of that process. The Young Loan of June 1930, for 1,260 million marks, 
was as to one-third a straight German borrowing and two-thirds a “ mobiliza- 
tion ’’ under this scheme. The 840 million marks were distributed to the 
Allies on top of the regular annuity, and the corresponding loan service was 
chargeable against it. 

In June 1931, under the Hoover Moratorium, reparations payments came 
to an end, except for the service of the Dawes and Young Loans. _ So far as 
it went, this justified the calculations of the Allies, who felt that claims success- 
fully transferred from their Governments to individuals would have better 
chances of payment than those which remained in their original inter-govern- 
mental form. 

Reparations before the Dawes Plan brought in some 8 milliard gold marks. 
From September 1, 1924 to the end they yielded a further 10 milliards. 
According to the Dawes Committee’s estimates, Germany netted about 
8 milliard gold marks in the former period from the sale of marks, which 
(in the hands of foreigners) ultimately depreciated into nothingness (the 
coincidence of the figure must be considered purely accidental). German 
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foreign indebtedness at July 1931 was put at a total of 23.8 milliard marks, 
plus another 5.9 milliard of foreign direct investments. On the other hand, 
Germany had built up a certain amount of foreign assets of her own again : 
the net import of capital in 1924-30, according to German official calculation, 
was just over 17 milliards. Again, there was an offset to reparations in 
the expenditure of the Armies of Occupation in Germany—at least a partial 
offset, since this expenditure was, of course, for value (of a kind) received. 
On the face of it, the whole of reparations payments were really provided by 
the foreign investor ; the German economy paid nothing, though of course, 
there were internal financial transfers involved. It is probably meaningless 
to ask what would have happened to German borrowings if there had been no 
reparations, and so to ask how far the reparations really were paid by the 
foreign creditors. Certainly, such an investigation would be beyond the 
scope of this article. But one or two observations may be offered. 

Superficially, the greater part of the borrowing had nothing to do with 
reparations. States, towns, industries, banks borrowed for their own 
purposes. Rates of interest in Germany were high; capital was scarce. 
(This was not simply a monetary phenomenon, for employment in the twenties 
was good.) Foreign investors lent to enjoy benefit from. these high yields, 
not because of balance of payments considerations. So far as it goes, all this 
suggests that the borrowing might have taken place in any event, and in 
that case Germany would have consumed, or invested herself, the resources 
which in fact went to pay reparations, as well as those she borrowed from 
abroad. On the other hand, it is equally possible that, in the absence of 
reparations, the German capital supply would have been very much more 
plentiful, rates of interest lower, and foreign borrowing less. 

The Dawes Committee, of course, intended to facilitate borrowing by 
Germany for a few years, so that the German economy might be revived and 
capacity to pay reparations increased. The Agent-General for Reparations 
entered some caveats against the growing ‘‘ non-productive ’’ borrowing of the 
late twenties ; so did Dr. Schacht, President of the Reichsbank. But they 
were unable to control the actions of the borrowers. Whether it would have 
been possible, if borrowing had ceased during the relatively prosperous years 
before 1929, to expand German exports or contract imports, without some 
much more positive international action in this sense, must today seem very 
doubtful. At least the position would have been clarified at an earlier stage 
and the burden of dealing with it have fallen on the Transfer Committee instead 
of on a collapsing “ automatic ’’ gold standard mechanism, as it did in 1931. 
It must indeed, to our eyes, seem remarkable that the Young Committee, 
which reported in 1929, did not appreciate the artificiality of the apparent 
solution of the transfer problem. 

The Young Committee made provision for the gradual abolition of the 
system of “ payment in kind,” whose usefulness had always been somewhat 
limited. It would have contributed effectively to the possibilities of reparation 
transfer if it had provided additional markets for products of which Germany 
was capable of producing additional quantities. Otherwise, it merely reduced 
the possibilities of cash payment—or, at the stage when cash payment was 
not possible because of the pressure on the mark exchange, extracted a 
modicum of reparations at the price of hastening the general collapse of the 
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German economy. The difficulty about providing additional markets arose, 
of course, from the fear of unemployment in the recipient countries and of 
competition by other exporting interests. Apart from immediate con- 
sequences, there was the objection that reparations contracts gave the Germans 
the entrée to markets from which it would be difficult to dislodge them. 
This fear undoubtedly had some validity, especially in relation to machinery 
installations and public works, where replacement and extensions almost 
inevitably follow the standards of the original supplier. 

It is interesting to note in this connection another of Mr. Keynes’ con- 
clusions in the ‘‘ Economic Consequences of the Peace.” He estimated the 
possibilities of German reparations payments at a maximum of 40 milliard 
marks—about twice as much as was actually “ paid.”” This allowed for 
what seemed to him the maximum practicable expansion, direct or indirect, 
of German exports and limitation of imports. But he qualified his estimate 
by one possibility: additional real payments might be secured by using 
direct German labour to rebuild the devastated areas. This solution, as he 
foresaw, was not adopted. 

It was easy to condemn as uneconomic the surrender of German rolling- 
stock and cattle, as well as the deliveries of coal in the early years when 
Germany was herself very short of it. These probably did reduce Germany’s 
capacity to produce, or even to export, by much more than their own value. 
But the shortage was equally severe in some at least of the Allied recipient 
countries, and so the benefit to them, by releasing their own productive powers, 
greatly exceeded the nominal value of the goods received. In this sense 
Germany’s real payment greatly exceeded its apparent value. The same must 
be true, in quite a different sense, because of the very real damage to the 
German “ terms of trade’ done by the pressure to pay reparations. 

The surrender of the merchant marine, which comes in general under the 
same head as that of rolling-stock, had however certain special features 
worthy of examination. In the first place, shipping earnings are a direct 
contribution to the balance of payments. In the second, the use of the ships 
could have been subjected to Allied control and an appropriate proportion 
employed in carrying to Allied ports, without transferring them to the Allied 
flags. In the third, the soundness of such transfers is a matter of degree ; 
and the surrender of the merchant marine (above 1,600 tons) was complete. 
In the event, the whole transaction had a boomerang effect. For at a later 
date the German shipowners, having written off their losses as irrecoverable, 
raised new capital and equipped themselves with a wholly new fleet, which 
naturally competed on very favourable terms with older ships. It is a well- 
known phenomenon that disasters to capital assets may, in the long run, be 
blessings in disguise. We might have demolished our ill-planned and ill-built 
towns—it would have been easier economically—if we had been spared the 
losses of the war and the direct action of bombs ; but we all know in our own 
minds how limited our efforts in that direction would have been. 

Mr. Keynes resigned from his position as Treasury representative at the 
Peace Conference in protest at the “ policies ’’ there pursued ; his ‘‘ Economic 
Consequences of the Peace,” published in 1919, made him famous. But the 
role of Cassandra is hardly one which he would have chosen. Let us hope 
that Lord Keynes will be more fortunate. 















THE BANKER 





Reparations and the Mark 
By Paul Einzig 


HE connection between the depreciation of the German mark and the 
"T inpostion of reparations on Germany by the Treaty of Versailles has 

been the subject of heated controversy during the last quarter of a 
century. According to German anti-Versailles propaganda, the mark was 
wrecked entirely by the Allied policy of reparations, culminating in the French 
occupation of the Ruhr. According to the apologists of the Versailles Treaty, 
the mark was deliberately sabotaged by the German Government in order 
to evade reparations payments, and by the German industrialists who stood 
to benefit greatly by the extreme depreciation of the mark. Now that it 
is possible to examine in the perspective of history the monetary develop- 
ments in Germany during the years that followed the last war, it is perhaps 
justified to reconsider once more this much-discussed subject. 

There can be no doubt that the statesmen and experts of Versailles entirely 
overlooked the effect of reparations claims on the exchange value of the 
mark. They assumed that the mere fact that Germany was called upon to 
pay an annuity of so and so many millions of pounds should enable her to 
produce an export surplus of corresponding magnitude through a reduction 
in her own standard of living and, if necessary, through subsidising exports. 
From this point of view, there appeared to be no essential difference between 
the authors of the Versailles system of reparations and its inexorable critic, 
Lord Keynes. There is nothing in The Economic Consequences of the Peace 
to indicate that the idea of a depreciation of the mark through the working 
of the reparations system had occurred to him at the time of his resignation 
in protest against the Allied peace terms. The arguments both for and 
against reparations during the early phase of the reparations period were 
based, consciously or otherwise, on the orthodox misconception that the 
necessity for a debtor country to make international payments sets into 
motion factors to enable it to procure the necessary foreign exchange. 

Yet it should have been obvious that the imposition of vast amounts of 
reparations, with annual payments far in excess of Germany’s normal export 
surplus, was bound to affect the mark exchange to a considerable degree, 
unless the amounts uncovered by an export surplus were.re-borrowed abroad. 
During later phases of the reparations period Germany did, in fact, re-borrow 
the amounts she paid in reparations. But the possibility of this solution 
did not occur at the time to Lord Keynes or anybody else. 

In the absence of foreign loans, and of water-tight exchange control (such 
as has been operated in Germany since the advent ofthe Hitler régime) the 
mark was bound to suffer a depreciation, partly through the necessity for 
the German Government to buy foreign exchange for the requirements of 
reparations, and partly through the psychological effect of the vast reparations 
claims. There can be little doubt that between 1919 and 1923 reparations 
constituted a major factor in Germany’s foreign exchange position. It is 
true, until the Conference of Spa in 1921 the German Government did not 
have to acquire foreign exchanges for the purposes of reparations payments, 
for such payments assumed the form of deliveries in kind and cession of part 
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of the Reichsbank’s gold reserve. Nevertheless, uncertainty about prospects 
was one of the factors inducing Germans to transfer their capital abroad or 
to invest their money in assets with intrinsic value. After the Spa Conference, 
the Government of the Reich actively competed with German importers in 
the foreign exchange market for the acquisition of the sterling, dollars and 
francs available there, in order to meet the Allied claim for cash payment. 

Having said all this, it is necessary to emphasise, however, that even in 
the absence of excessive reparations claims—indeed, even in the complete 
absence of reparations—the mark would have depreciated. Reparations 
were by no means the only reason for the flight from the mark. The Weimar 
Republic inherited a heavily inflated monetary circulation after the collapse 
of the Second Reich, even though the actual effects of the inflation on prices 
and exchange rates had been largely suppressed during the last war—as 
they are being suppressed in this war. The Government was weak, entirely 
incapable of resisting pressure making for expenditure. The country was 
the scene of political unrest which from time to time assumed the character 
of a civil war. Above all, Germany had a Socialist Government and there was 
a possibility of the advent of a Communist régime. In such circumstances, 
the wealthier elements naturally sought to safeguard themselves by building 
up a reserve abroad. They had no wish to share the fate of the Russian 
refugees, most of whom were penniless after their escape from Soviet Russia. 
Their demand for foreign exchange would in itself have been sufficient to 
cause the mark to depreciate. 

Moreover, throughout this period—indeed throughout the reparations 
period—Germany had a strongly adverse trade balance. Between Ig1g and 
1923 she was over-importing, in spite of the stimulus to exports through the 
depreciating exchange. The demand for foreign exchange by importers, 
together with the demand caused by the flight of capital, was not met by means 
of normal borrowing. It was not until after 1924 that foreign investors 
began to grant loans to Germany, Until 1923, the only way in which the 
trade deficit and the flight of capital was financed was through the sale of 
mark notes to foolish foreigners. Newly printed notes of increasing denomina- 
tions were exported by the trainload and shipload. After each spell of 
depreciation there were new sets of “ investors’’ abroad who were willing 
to buy marks, on the absurd assumption that sooner or later the mark would 
be restored to pre-war parity. Their only excuse was that even quarters 
which ought to have known better failed to realize, until a comparatively 
advanced stage, that the mark was doomed. Had it not been for the un- 
reasonable confidence of foreign buyers in the ultimate prospects of the mark, 
the process of depreciation would have been completed within a few months 
after the collapse of the military power of Germany in 1918. 

To what extent did the German Government deliberately hasten the 
process ? During the early phases, at any rate, it was helpless in face of the 
avalanche. After the occupation of the Ruhr, however, it abandoned even 
its former feeble efforts to resist ; possibly it may even have gone so far as 
to cut off its nose to spite its face by accelerating the collapse of the mark, 
in the hope that such evidence of Germany’s desperate condition might 
mobilize sympathies on her side. As to the German industrialists, Stinnes, 
Thyssen and the rest of them, they had certainly done their best to accentuate 
the downward movement, by transferring large funds abroad. 
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After 1924, reparations payments became subject to arrangements under 
the Dawes Plan and subsequently the Young Plan. The recipients assumed 
joint responsibility with Germany for the transfers, on the basis of the principle 
that such transfers must not be allowed to cause the new Reichsmark to 
depreciate. But even in the absence of such arrangements, the Reichsmark 
would not have depreciated, for it received powerful support from the milliards 
poured into Germany by British, American, Dutch, Swiss and other bankers 
and investors. For all practical purposes, Germany had paid no reparations 
atall. It was first the buyers of the mark notes, and subsequently the investors 
and bankers who granted her loans and credits, that paid the reparations. 
And when in 1931 foreign loans and credits ceased, the reparations payments 
were suspended and were never again resumed. 


Germany's Capacity to Pay Reparations 
By F. Schleiter 


HE communique issued by the Crimea conference on February 12 stated 
T ““ Justice demands that Germany should make compensation in kind 
to the fullest possible extent for all damage caused to the Allied Nations. 
A Commission for the Compensation of Damage would be established, with 
Head-quarters in Moscow, to consider the extent and methods for com- 
pensating the damage caused.” e 
A few weeks after the conference, in March, Secretary of State Stettinius 
announced that the Reparations Commission had been constituted and that 
the United States delegate to the Commission would be Mr. Isadore Lubin, 
the American statistician who played an important part in the economic 
mobilization of the United States. 

The demand for reparations to be made by Germany has thus been officially 
recognized ; and the main task of the Reparations Commission will be to 
find out what Germany’s physical capacity to make reparations will be after 
the war. The experiences of the Reparations Commission which functioned 
under the terms of the Treaty of Versailles will be of little importance in 
this task. The economic and political conditions of Germany, Europe and 
the world will be different ; and there is as yet no clear indication what 
Germany as a country will be like under the terms of the peace settlement 
after this war. 

It is obvious that Germany's capacity to make reparations in kind will 
depend on the size of the industry left to the new Germany. Restitution 
of the damage done to buildings and productive capacity (i.e. mines, plants, 
machinery, transport and communications) is, according to the communiqué 
of the Crimea conference, the main policy of the Reparations Commission. 
This is clearly a task that will have to be spread over many years. The 
reparation payments under the Treaty of Versailles subsequently changed 
by the Dawes and Young Plans were to end in 1988. Yet the actual damage 
caused by the last war in Europe was small compared with the destruction 
in this war. 
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Before Germany is completely defeated and occupied by Allied armies 
there is no possibility of assessing Germany’s actual capacity to make repara- 
tions in kind. Generally speaking, the policy of the Reparations Commission 
could be either a policy of transferring labour and machinery to the damaged 
regions in the east and the west of Europe or of‘enforcing the delivery of 
semi-manufactures and manufactured articles produced inside Germany. 
The transfer of labour and machinery would be a non-recurring levy. It 
would mean that the new Germany would lose its capacity for future in- 
dustrial production to a very great extent. The second policy, however, 
would mean that German industry would first have to be restored to its full 
capacity. This would demand imports of raw materials over a number of 
years, even if the general standard of living were to be kept down to the 
wartime level which has been maintained by the labour of non-German workers 
and imports from occupied countries. This is clearly the lesson of the Repara- 
tions policy under the Treaty of Versailles. 

If it could be assumed that the coming peace settlement would leave 
German territory intact within the frontiers established by the Treaty of 
Versailles, there would be no great difficulty in giving an outline of Germany’s 
productive capacity after a period of restoration. The indication is, however, 
that Germany’s eastern provinces—that is to say, probably the territory east 
of the river Oder and Lausitzer Neisse will be ceded to Poland, whereas the 
Rhine—Ruhr area will either be separated from Germany as a new Rhineland 
State or come under direct Allied or international control. Naturally, the 
final settlement can only be made by the coming peace negotiations. 
Germany’s capacity to pay reparations will ultimately be a problem of the 
economic restoration of the Continent. It is, therefore, of some importance 
to find out what Germany’s productive capacity was at the beginning of this 
war. Yet all figures and estimates relating to Germany’s economy before 
the war are things of the past. Plants and machinery have been destroyed 
or diverted almost one hundred per cent. to war production. Moreover, 


. Germany’s economy was before the war a centrally-planned compulsory 


economy ; and apart from the purely technical problems of production after 
the war, the Reparations Commission will have to find out whether Germany’s 
capacity to make reparations will be increased or decreased, as the case may 
be, by a return to a democratic system of economic activity or by continuing 
a totalitarian economy. 

With these reservations in mind, it will first be attempted to show 
Germany’s capacity to make reparations in kind under the assumption that 
German territory remains intact within the frontiers established by the Treaty 
of Versailles. The most general indication of a country’s economic activity, 
of its capacity to produce and consume nationally as well as internationally, 
is an estimate of the national income. Unfortunately, there is no possibility 
of comparing with complete accuracy the estimates of the national income 
of different countries. The methods of estimating it vary from country to 
country ; and the arbitrary manipulation of the currency in a totalitarian 
régime excludes the method of using the exchange rates for such a comparison. 
The extent and measure of foreign trade and capital expenditure are important 
for a country’s capacity to produce. At important junctures, Germany’s 
national income was as follows (capital expenditure and imports and exports 
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are given as a percentage of the total national income) : I 
National Income é 
(In Milliard of Capital 
Marks or Expenditure Imports Exports 
Reichsmarks) % % % 
1913 e* ea ne 45-7 ° 25.8 22.0 
1925 ee oe os 59.9 17.4 20.6 15.5 
1929 ia Po ba 75-9 37.2 16.9 16.9 
1933 + a tia 40.5 II.0 9.0 10.5 
1938 ee ee ee 77.0 24-7 7.5 6.8 
* No estimate available. 
The table gives the national income at current prices for each year. On 
the basis of 1913 prices, it would appear that the national income in real 
terms was in 1938 127 per cent. of 1913. It is clear that the ratio of imports , 
and exports to the national income is very largely arbitrary ; but the important 7 
fact emerges from the table that in 1938, after several years of a policy of i 
self-sufficiency within a totalitarian economy, the import and export ratios 
were less than one-third of 1913. The ratio of capital expenditure to the ] 


national income increased almost in inverse proportion. This is largely the t 
result of heavy capital expenditure for the construction of plants for the I 
manufacture of substitute materials or the use of domestic raw materials of s 
poor quality, i.e. synthetic oil, rubber, textile fibres, use of domestic low grade e 
iron ores. In 1938, almost two-thirds of the capital expenditure went into d 
buildings, mainly industrial and military buildings. One quarter of the total a 
was spent on machinery.* 


On the strength of these figures it could be said that almost two-thirds fe 
of the capital expenditure of 1938, or, roughly, Rm. 13,000 millions, served p 
largely war production and the expansion of Germany’s war potential. A t 


simple arithmetical conclusion would suggest that the material and labour 
spent for these purposes could equally well be made available for reparation 
payments. This is, however, an unwarranted simplification of the problem. 
In roughly comparable terms, at the rate of exchange of Rm. 15 to the {, 
this would mean that, on the basis of 1938, labour and capital goods to the 
tune of £870 millions would annually be available, i.e. about 10 per cent. of d 
total world exports in 1937. In 1929, when military expenditure was small 0 
(i.e. about I per cent. of the national income), capital expenditure amounted n 
to 17.4 per cent. of the national income, and in 1932, the worst year of the G 
economic crisis, to only 9.4 per cent. t 


This suggests that Germany, after the restoration of her industry within d 
the frontiers established by Versailles, would need at least a capital expenditure n 
amounting to 13 per cent. of the total national income. If capital expenditure fc 
should fall below this level, the capacity to manufacture goods on account tl 
of reparations in kind would be impaired. Again, compared with the actual u 
expenditure in 1938, this would mean that goods of the total value of some 
Rm. 7,500 millions would be available for reparations. That is, roughly, fF ¢) 
equal to the total amount paid on Reparations Account during the five years 0 
from 1924-25 to 1928-29. fc 

The actual conditions of Germany’s economy at the end of the war, Or 
however, make this tremendous potential surplus largely academic. After W 
the last war, the restoration of Germany’s economy began in 1924 after the T 
stabilization of the currency at the end of 1923. The restoration was possible tl 





* A considerable part of war production was classed statistically as capital expenditure. 
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because of large foreign loans and large import surpluses. Foreign short- 
and long-term loans and foreign trade were as follows from 1924 to 1928: 
(Million Reichsmark) 














Total 
Foreign Import 
Loans Imports Exports Surplus 
1924... ws os 1,542 9,083 6,552 2,531 
1925... de oe 1,765 13,652 9,964 3,688 
1926... ne sci 2,055 11,220 II, 101 119 
2927 .. oe ee 2,412 15,839 11,746 4,093 
1928... ie ar 4,905 15,647 13,248 2,399 
Total for five years .. 12,739 65,441 52,611 12,830 





NOTE.—These are total trade figures including rve-exports. Reparations in kind (‘‘ Reparations 
Sachlieferungen ’’) which began in this form under the Dawes Plan were included in total exports. 
These reparations in kind amounted to Rm. 2,365 millions ov 4.5 per cent. of the total exports of 
the five years from 1924 to 1928. 

The total of the foreign loans excludes the Rm. 800 millions of the Dawes 
loan. The implication of this set of figures is obvious. Germany’s capacity 
to pay reparations after the last war depended upon huge import surpluses. 
In other words, foreign capital, mainly from the United States, Great Britain, 
Sweden, Switzerland and Holland, was instrumental in restoring Germany’s 
economy. Moreover, the basis of the economy remained largely unimpaired 
during the last war, although actual production in 1923, as a result of the war 
and inflation, was less than 50 per cent. of 1913. 

Another measure of Germany’s capacity to make reparations could be 
found in State expenditure. Unfortunately, the Nazi régime abolished the 
publication of Budget expenditure estimates. Total Reich revenue in relation 
to the national income was as follows : 











o/ 0/ 

/0 /O 
1928 a a 11.9 1936 at oa 57.7 
1933 ee ee 17.6 1937 “5 oe 19.7 
1934 ee ov 15.6 1938 ae 0 23.0 
1935 oe oe 16.5 


The increase in taxation under the Nazi régime is obvious, and there was 
during the same period a similar increase in borrowing. At the beginning 
of the war, official German estimates stated that, roughly, one-third of the 
national income was taken in the form of loans and revenue by the Reich 
Government, or, roughly, Rm. 26,000 millions. It can safely be assumed 
that at that time at least two-thirds of this amount was spent on war pro- 
duction. But it can reasonably be doubted that annually some Rm. 16,000 
millions worth of goods would be available after the restoration of the economy 
for making reparations in kind. For one thing, it would probably require 
the restoration of a totalitarian economy, and this would have to be done 
under Allied occupation. 

It can be assumed that the peace settlement will cut off from Germany 
the agricultural provinces in the East and the whole of the industrial area 
of Upper Silesia. At the same time, the Ruhr-Rhine area may be either 
formed into a separate Rhineland State or come, even after the military 
occupation has ended, under some form of international control. If peace 
were made on these lines, Germany would lose 33.6 per cent. of her territory. 
The rump that remained would extend over, roughly, 120,000 square miles. On 
the basis of 1939 census figures, this rump would be inhabited by some 45 
millions of people. The actual number would be smaller, because of the 
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losses in killed during the war. If the German population of the provinces 
east of the Oder and the Sudeten Germans from Czechoslovakia were trans- 
ferred to the Rump, the population would increase to some 58 millions, and 
the density would be 580 to the square mile, against 505 in the United Kingdom. 
Apart from the question whether this settlement would prove to be a lasting 
solution, the problem of reparations to be made by Germany would clearly 
appear in a very different light. 

The agricultural and industrial capacity of the Eastern provinces would 
definitely pass to another country. Its actual and potential output would, 
therefore, be no longer available for reparations. With them would go, 
on the basis of the production in 1937, 15 per cent. of Germany’s wheat, 
30 per cent. of her rye, 25 per cent. of the barley, 28 per cent. of the potatoes 
and 31 per cent. of the sugar beet crop. The most important agricultural 
surplus provinces would be lost. According to nutrition standards of 1937-38 
the 58 million people in Rump Germany would be able to produce perhaps 
two-thirds of their food requirements. 

In rough terms, the Rump Germany would retain about 13 per cent. of 
its production of solid fuel, 6.6 per cent. of the pig iron capacity, 16 per cent. 
of the steel capacity and 20 per cent. of the rolling mill capacity. Large 
engineering centres indispensable for the production of goods on reparation 
account would be left without fuel and raw materials, and there would be 
an outsize chemical industry. In short, if this Rump Germany were to retain 
or restore a standard of living necessary for efficient industrial work, its foreign 
trade (i.e. imports of food and raw materials and exports of manufactures) 
would have to be increased to proportions far exceeding the proportions of 
imports and exports of the United Kingdom. Clearly, the future capacity 
of Rump Germany to pay reparations in kind depends entirely on the restora- 
tion of its economy by foreign capital as the means for the necessary imports 
of foodstuffs and raw materials. A long period of readjustments and restora- 
tion would be necessary. If Rump Germany were, however, left to its own 
natural resources, it is at once apparent that, irrespective of large-scale 
destruction by bombing, plants and machinery could no longer be worked 
without large supplies of raw materials from other countries. 

In this event, a policy of reparations in kind is not possible. The redundant 
plant and machinery could then be shipped to countries whose industry was 
devastated by German invasion. This would, however, be a once for all 
payment. The problem of over-population in Rump Germany could be 
solved by sending German labour to countries devastated by German invasion, 
Experience suggests that deported labour is highly inefficient. The economic 
effect of this policy would be small and it is doubtful whether it could be 
maintained for a long time. 

There remains the part to be played in reparations by a separate Rhineland 
State. If the Rhineland State were to comprise the German provinces west 
of the Rhine and the main parts of the Ruhr Basin to the east of the Rhine, 
the total population would number about 14 millions. The Rhineland State 
would have on the basis of 1938 figures a coal output amounting to 151.4 
million tons, or 81.2 per cent. of Germany’s total output of coal. The brown- 
coal output would amount to 57.6 million tons, or 29.5 per cent. of the total. 
In 1938, the area produced 84.1 per cent. of the total output of pig iron and 
87.5 per cent. of steel ingots, not to speak of a large percentage of Germany’s 
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chemical and engineering output. The textile and food processing industries 
were also disproportionately large, whereas the agricultural basis was sufficient 
for some 50 per cent. of food requirements. 

If the purpose of the separate Rhineland State were to deprive the future 
Germany of its industrial basis, it would be extremely successful. What 
would it mean for the policy of reparations from a purely economic 
point of view? The assumption is that the political difficulties can be solved. 
Apart from coal, the Rhineland State lacks all important raw materials for 
a modern industry. Iron ore and non-ferrous metals would have to be 
imported. The chemical industry, on the other hand, depends on coal and 
could continue production without imports. However, the industries of 
the Rhineland State may have been destroyed to a large extent when the 
war ends. Once again, the problem is the restoration of these industries 
before their production can go into reparations for devastated European 
countries to the west and east of Germany. And again the restoration will 
depend on imports of foodstuffs and raw materials. 

The actual period of restoration will not only depend on the extent of 
destruction but also on the ability of Allied countries to finance and supply 
the means for restoration. Once this restoration has been achieved, the 
exportable surplus of coal, steel, engineering products and chemicals would 
be large, and the problem would then be whether this surplus, which will 
be the result of Allied financial and material assistance, is to be exported. 
The surplus is certainly not the product of German labour only, but of the 
combined German and Allied labour. Is that surplus to compete on a restored 
world market, or is it to be earmarked as reparations in kind for devastated 
countries ? 

These are some of the problems arising from the recognition of reparations 
in kind to be paid by Germany. Apart from the political settlement of this 
war, it is quite clear that the reparations problem after this war is hardly 
easier to solve by the seemingly simple device of reparations in kind. After 
the last war, the policy of reparations, which started as a policy of substitution 
and restitution in kind, broke down in the last analysis because of the fact 
that reparations tended to impair world trade. After this war, only reparation 
payments in kind are to be made. This policy naturally excludes the com- 
petition of reparation goods on the world market. Yet before reparations 
can be made the capacity to produce in Germany, or in the new States that 
may emerge from Germany, will have to be restored. Compared with the 
period after the last war, the most important point is that the chief recipient 
of reparations in kind, Soviet Russia, has for a long time to come an almost 
unlimited capacity to absorb reparations in kind. After the last war, this 
capacity was most noticeable in Balkan countries like Jugoslavia. Great 
Britain and other industrialized countries would not or could not receive 
reparations in kind. After this war, the period of restoring European industry 
will take incomparably longer because of the greater extent of destruction ; 
and there is, so far, no indication how the dilemma of reparations is to be 
solved. Without restoring Germany’s industry, the prospect of substantial 
payments in kind or cash is extremely small. Restoration of Germany’s 
industry would tend to bring Germany or its successor countries into the 
position of dominating other European countries. The purely economic 
approach cannot solve this problem. The solution will have to be found in 
the political peace settlement of this war. 
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Australia: Nationalisation on the Cheap 


HE two banking bills placed before the Australian Parliament last 
T month represent the most far-reaching banking legislation hitherto 

enacted in any country in the world. In form, they give the Australian 
Government a control over both the central bank and the trading banks 
even more complete than that embodied in the German banking legislation ~ 
of 1937. By statute, the Commonwealth Bank is henceforth deprived of any 
vestige of independence from the Government, and thus becomes even more 
effectively a branch of the Treasury than most other central banks. In contrast 
with the trend of central banking throughout the rest of the world, however, 
this Government institution is placed under an obligation to compete keenly 
in general banking business with the trading banks which—in its other capacity 
as central bank—it is supposed to supervise. Not content with the indirect 
control over the trading banks exerted through credit policy in a normal 
banking structure, the Australian Government have taken powers to control 
directly and in detail, through their instrument the Commonwealth Bank, 
both the direction and the volume of the private banks’ advances. The 
Commonwealth Bank will have power to prescribe the rates of interest charged 
on advances and allowed on deposits. Henceforth, the trading banks may 
only increase their advances with the consent of their competitor, the Common- 
wealth Bank; and the counterpart of any increase in trading bank credit 
which may be permitted must be lodged with the Commonwealth Bank in 
the form of special deposits, on which interest will be allowed at the rate of 
$ per cent. appropriate to a short-term security, although these deposits 
may not be withdrawn except with the consent of the Commonwealth Bank. 

In this way, the earnings of the trading banks can be prevented from 
rising above their pre-war level; and although the banks are guaranteed 
by the Australian Government against the remote contingency of failure, there 
is nothing in the legislation to ensure that they will in fact continue to be able 
to earn the pre-war profits if costs should rise. In other words, the new legislation 
guarantees the position of the bank depositor, but limits the possible dividend 
of shareholders without any offsetting guarantee against a decline in earnings. 
Thus the result of the legislation is, in effect, simply to confiscate the equity 
of the trading banks, reducing their so-called ordinary shares to the status 
of a fixed-interest security with an upper limit to dividends but no lower limit. 
And this is done without any change in the apparent financial structure of 
the banks or the issue of new government securities. In short, it is not unfair 
to say that the new bills represent nationalization on the cheap. 

Though the new legislation must obviously be read as a single measure, 
it is contained in two separate bills. The Commonwealth Bank Bill first does 
away with the system of administration by a Board, in force since 1924, and 
the Bank now reverts to the original conception of control by a single Governor. 
The Governor will, however, be assisted by an advisory council, consisting of 
the Secretary to the Treasury, the Deputy Governor, an additional repre- 
sentative of the Treasury (appointed by the Governor-General) who shall be 
an officer of the Commonwealth Public Service, and two officers of the Bank 
to be appointed by the Treasurer on the recommendation of the Governor. 
This council will advise in respect of monetary and banking policy and will 
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not deal with ordinary matters of administration. On the other hand, the 
staff of the Bank is—very logically—given civil service status, and an appeal 
board is instituted to consider appeals against any decision of the Governor 
involving punishment, dismissal or reduction in status. 

Provision is made to deal with possible differences of opinion between the 
Bank and the Government as follows : 

‘“(r1) The Bank shall, from time to time, inform the Treasurer of. its 
monetary and banking policy ; 
‘“‘ (2) In the event of any difference of opinion between the Bank and the 
Government, as to whether the monetary and banking policy of the Bank 
is directed to the greatest advantage of the people of Australia, the 
Treasurer and the Bank shall endeavour to reach agreement ; 
‘“ (3) If the Treasurer and the Bank are unable to reach agreement, the 
Treasurer may inform the Bank that the Government accepts responsi- 
bility for the adoption by the Bank of a policy in accordance with the 
opinion of the Government, and will take such action (if any) within its 
powers as the Government considers to be necessary by reason of the 
adoption of that policy ; 
““ (4) The Bank shall then give effect to that policy.” 
Coupled with the powers over the trading banks conferred on the Common- 
wealth Bank, this means that a single individual—the Treasurer—is now in 
complete command over the whole banking system. It is stated, however, 
that this procedure for enabling the Government to implement any credit 
policy it chooses is to be invoked only “in matters of policy affecting the 
interests of Australia, and there can be no interference in the relationship of 
the Bank with its customers or in matters of day to day administration.” 
The directive given to the Commonwealth Bank is that its monetary and 
banking policy shall be directed ‘“‘ to the greatest advantage of the people of 
Australia ’’ and must be so exercised as to contribute to: ‘“‘ (a) the stability 
of the currency of Australia ; (b) maintenance of full employment in Australia ; 
and (c) economic prosperity and welfare of the people of Australia.”’ 

In accordance with the Government’s view that a State Bank should 
participate in active competition with private banks, the bill lays down that 
“it should be the duty of the Bank through the general banking division to 
develop and expand its general banking business, and in doing so it should 
not refuse to conduct any banking business for any person by reason only 
that to do so would have the effect of taking away business from another bank.” 

The activities of the Commonwealth Bank are to be extended in two further 
directions. Through the general banking department it is to assist in post-war 
housing by acting, in effect, as a building society and granting mortgage loans 
on the credit foncier system, with priority to borrowers who wish to build their 
own homes. Secondly, an Industrial Finance Department is to be set up to 
“bridge the gap in existing facilities’ by assisting industries, particularly 
small industries “ outside the ambit of ordinary banking practice.” 

Finally, the new Bill sweeps away the former statutory provision that 
a reserve of 25 per cent. must be kept against Australian notes in the form of 
gold or British sterling. While the Banking Commission recommended this 
step, it also proposed that the note issue should be limited by law to a fixed 
maximum, with the right to exceed the maximum by a stated amount with 
the consent of the Treasurer. The Government holds that the great war-time 
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expansion in the note issue, which may be followed by a large contraction, 
makes it inappropriate at the present stage to institute limiting arrangements 
of this kind. 

Under the second measure, the Banking Bill, each of the trading banks 
is required—except with the authority of the Commonwealth Bank—to hold 
tangible assets in Australia of a value not less than the total amount of its 
deposit liabilities in Australia, and these assets are to be made available to 
meet deposit liabilities in priority to all other liabilities. In view of the 
Commonwealth Bank’s responsibilities in this connection, the Governor is 
empowered to require any bank to supply information relating to its financial 
stability. Such information is additional to the requirement for production 
of balance sheets, etc. 

Secondly, the Bill continues into peace-time the “ special account ”’ pro- 
cedure adopted for war-time purposes. Each bank is required, as from a date 
to be fixed by the Treasurer, to establish with the Commonwealth Bank a 
special account, to which the amount outstanding to the credit of each bank’s 
war-time special account will automatically be transferred. Thereafter, the 
Commonwealth Bank may require each bank to lodge in its special account 
each month a sum to be specified by notice in writing. Any increase in the 
special account balances above the sum transferred, however, is not to exceed 
any increase in the total assets of the bank concerned since the time of the 
transfer. Withdrawal from the special accounts may not be made except 
with the consent of the Commonwealth Bank, which is to be granted for 
‘‘ approved purposes.”’ The interest to be paid is to be determined from time 
to time by the Commonwealth Bank with the approval of the Treasurer, 
but will not exceed { per cent. 

Thirdly, the Bill provides that “‘ where the Commonwealth Bank is satisfied 
that it is necessary or expedient in the public interest, it may determine the 
general advance policy to be followed by the banks,” the object being to 
ensure that advances made by the trading banks “ are for purposes consistent 
with current economic and financial needs.’’ Any such policy would be 
revised from time to time and would operate only for periods ‘‘ appropriate 
to the existing conditions.’’ It is rather difficult to see how the proposed 
control is likely to operate in practice, since it is provided that “‘ the Common- 
wealth Bank will not have the power to direct that a bank shall, or shall not, 
make an advance to a particular person. In laying down its policy it will 
deal purely with principles and classes of advances.’’ These provisions have 
justifiably been described by the general manager of the Bank of New South 
Wales as meaningless. The Bill also continues the war-time regulation which 
requires consent by the Commonwealth Bank to the purchase by any bank of 
government or local government, securities or of any other quoted securities. 

The Commonwealth Bank is also given power to make, with the approval 
of the Treasurer, regulations—as in war-time—controlling rates of interest 
in respect of advances made by the banks, deposits made with the banks or 
rates of discount charged by them or any other person during the course of 
banking business. 

In the event of any bank being convicted of an offence against the Act, 
the Full High Court may, upon the application of the Attorney-General, direct 
the bank to comply within a specified period with the provisions of the Act. 
In default of compliance, a Court may authorize the Commonwealth Bank 
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to assume control of, and to carry on, the business of the bank. 

Another provision in the Bill gives the Commonwealth Bank power to 
purchase from the trading banks any foreign currency acquired from their 
Australian business. It is stated that there is no intention of restricting banks 
in their exchange business, and that this provision will not prevent them from 
retaining sufficient working balances to conduct their normal operations in 
foreign exchange. Under the Bill, the Government also takes power to impose 
exchange restrictions “‘ whenever the Governor-General is satisfied it is 
expedient.” 

So much for the technical details of the new legislation. It remains to 
consider the reasons advanced by Mr. Chifley for this revolutionary departure 
from a normal banking system. The contention that a central bank ought to 
compete with the private banks is, of course, purely the personal opinion 
of the Australian Government and is acknowledged by Mr. Chifley to be 
contrary to “a widely-held view.’’ Indeed, it runs counter to the universal 
trend during the past half-century or more. The arguments against direct 
dealings between the central bank and the trading public are well-established 
and well-known. They are summarized by Dr. de Kock, for example, in his 


work on central banking, as follows: 

(a) That the central bank should aim at maintaining a position of great strength 
and liquidity in normal times in order not only to cope with unusual seasonal 
demands for credit, but also to deal effectively with emergencies and periods of 
general financial strain ; 

(b) That if the central bank is also engaged in a large commercial banking business, 
its liquidity is likely to be affected for the same reasons and in the same manner 
as that of the commercial banks and other credit institutions, and, consequently, 
that its capacity to come to their aid with rediscounts in times of emergency would 
be impaired, depending upon the extent to which it was involved in ordinary banking 
transactions ; * 

(c) That the use of direct dealings with the public as a measure of credit control, 
either as an alternative or an addition to open market operations, is of limited scope 
since in contrast to the indirect and impersonal nature of the latter is involved direct 
and personal contact with the borrower and a certain amount of responsibility for 
meeting his legitimate requirements, which would tend to prevent the central bank 
from applying drastic contraction of credit to its customers as a means of reducing 
the credit position and bringing about credit contraction generally ; 

(d) But in the interests of the banking and credit structure as a whole, it is highly 
desirable for the commercial banks to keep their excess cash reserves (i.e. over and 
above their till money requirements) with the central bank, but that where the 
commercial banks are not required by law to maintain minimum reserves in the 
central bank, they cannot be expected to do so voluntarily to any great extent if it 
actively competes with them in their special fields of business, and that w here 
statutory minimum reserves are laid down, the commercial banks cannot altogether 
be blamed for resenting what they consider to be the central bank’s use of their 
own funds against them in competition for business ; ¢ and 

(e) That for the successful performance of some of its functions, the central bank 
depends largely upon the wholehearted support and co-operation of the commercial 
banks, and that such co-operation can be effectively obtained only if the central 
bank refrains from competing directly with the commercial banks in their ordinary 
banking business, except when compelled to do so in the national economic interest. 


As a counter to this formidable array of objections to central bank competi- 
tion, the only argument Mr. Chifley can produce in its favour is the assertion 





* These considerations, of course, only apply where there is some limitation on the power to 
expand central bank credit ; in Australia there will be no such restraint. 

t This is nominally avoided in the Australian legislation by segregating the special deposits 
from the general banking department. 
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that active competition by the Commonwealth Bank with the trading banks 
and other financial institutions will ensure that banking services are provided 
‘adequately and cheaply.’’ No evidence is produced that private banks in 
a normal banking system are in the habit of refusing accommodation given 
adequate cash reserves (and, of course, a demand for advances); nor that 
a normal central bank is impotent to influence the level of interest rates, 

This question of central bank trading is fundamental, since that alone would 
be sufficient to bring in its train the system of special deposits, some provision 
against pyramiding being obviously necessary if the direct extension of central 
bank credit is to be a normal and permanent feature of a banking system. 
Mr. Chifley does not, however, advance this argument in favour of the continu- 
ance of the special account arrangements. Instead, he argues that their 
continuance is necessary as a provision against inflation in the post-war 
period. This is an obvious fallacy. In any belligerent country, inflation would 
obviously threaten if the public were free to draw on their accumulated savings, 
quite regardless of any increase in bank advances. In this country, where 
Treasury deposit receipts are identical with the Australian war-time special 
deposits, it is taken for granted that the safeguard against inflation must 
take the form of the continuance of controls over spending, until such time 
as supply and demand once again balance at the existing price level. The only 
effective financial check on inflation would be a rise in interest rates to 
staggering levels; mere control over bank advances would achieve nothing. 

Mr. Chifley’s ostensible concern to prevent inflation by controlling the 
volume of trading bank credit would therefore carry no weight in any event. 
It becomes still less plausible when the Government takes powers under the 
very same measure to sweep away one of the few remaining restraints on 
unbridled monetary expansion, namely the statutory provision that Australian 
banknotes must be backed as to 25 per cent. by gold or sterling. This is 
potentially a step of considerable importance, since the link between sterling 
reserves and the volume of internal currency is one of the few means of ensuring 
some coordination in monetary policies between the various countries of the 
sterling area, and consequently of ensuring the maintenance of stable exchange 
rates within the area. It is true that the institution of a completely managed 
currency, free from any automatic regulation whatever, would not in itself 
imperil the maintenance of the present parity between the Australian pound 
and sterling—provided that the currency were in fact managed with strict 
regard to conservation of sterling reserves ; but it is clearly significant that 
the Government should at the same time have taken power to clamp on 
exchange restrictions at any time without Parliamentary sanction. 

The more one examines them from the economic standpoint, indeed, the 
more evident it becomes that the new laws must be construed as purely 
political measures. The determination of Mr. Chifley’s Government to control 
not only the volume of bank credit but its detailed distribution between 
borrowers fully justifies the description of the new legislation as “ totalitarian 
in its concept.” If the Australian people had clearly expressed its desire 
for this thorough-going nationalization of the banking system, of course, 
observers in this country would have no justification for criticism, except in so 
far as their direct interests were concerned. But the Australian people would 
in fact seem to have shown clearly at the recent referendum that it does not, 
at this stage, desire anything of the kind. The democratic course would have 
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been for the Labour Government to postpone measures of this kind, which 
have nothing to do with the war effort, until the Australian voters had been 
given an opportunity to express their views at the next election. As Mr. Heffer 
of the Bank of New South Wales points out in a detailed critique of the Bills, 
many thousands of Australians have written to their Federal members drawing 
attention to the Government’s lack of any mandate to introduce banking 
legislation, to the Prime Minister’s “‘ no socialization ’’ pledge, to the inclusion 
in the Bills of powers denied at the referendum and to the dangers of political 
control of banking. Moreover, while the Australian people are perfectly 
entitled to introduce any legislation they think fit, no country can escape 
the need to take into account the possible external reactions to its domestic 
policies. In his annual statement to shareholders, Mr. G. F. Anderson of the 
Bank of Australasia raises some very pertinent questions in asking: “ Will 
Australia attract people and capital on these terms, if greater scope and freedom 
is obtained elsewhere ? Will not a claim by Government to a complete control 
of people and capital repel both ?”’ Those are questions which British investors 
will have to consider very seriously. 


Building Societies in 1944 
By H. E. Wincott 


N the review of the financial experience of the building society movement 
Ji: 1943 which appeared in these columns a year ago, the point was made 
that “ until the war ends, the analyst of building society accounts is going 
to be hard pressed to discover anything outstandingly interesting or novel 
in the financial trends of the movement.’’ On a superficial assessment, that 
forecast is not fully borne out by the position of the movement at the end 
of 1944. For to judge from an analysis of the accounts of 90 representative 
societies published recently by the Building Societies’ Gazette, the movement 
at the end of last year found itself possessed of the largest amount of assets 
it has ever been responsible for. The finances of the 90 societies—which 
represent under 10 per cent. by number but over 77 per cent. by assets of 
the whole movement—can be taken as reasonably representative of the 
whole. On the basis of these figures, it can be estimated that total assets 
of the whole movement at the end of 1944 were £797 millions. This represents 
an appreciable advance over the previous “ high ”’ of £773 millions at the end 
of 1939, and compares with a wartime low of £749 millions touched in 1941. 
At first sight, this advance in the movement’s total assets to a new high 

is a little puzzling. In fact, however, the development does not really reflect 
any fundamental change in trend. The point has been made in these articles 
for several years now that the building society movement must “ unwind ” 
in time of war, when all new building operations are suspended. True, we 
noted in 1942 the first tentative indication that the volume of mortgage 
advances, although shrunk to but a shadow of the pre-war level, was on the 
increase—a process which continued during 1943 and was markedly accelerated 
during 1944. This speeding up in new advance business is brought out both 
in the analysis by the Building Societies’ Gazette and in the usual analysis of 
the accounts of seven representative societies which accompanies this article : 
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in the larger sample, new advances increased in 1944 by nearly 100 per cent. 
over the 1943 total of {20.2 millions; in the smaller, the advance was 93.5 
per cent. As a result of this more aggressive advances policy, the rate of 
the decline in mortgage assets of the movement slowed down appreciably 
last year. In the larger sample, the total of mortgage assets declined during 
1943 by over £23 millions ; during 1944, the total fell by only £9.8 millions. 
Repayments of mortgage advances have held up exceedingly well during the 
war years, reflecting the buoyancy of the national income; during 1944, 
such repayments to our seven societies were again higher than in the previous 
year, despite a progressively shrinking total of mortgage assets. Yet although 
the unwinding process of the movement has been slowed, it has continued. 
Mortgage assets of the go societies at the end of 1943 totalled £437.4 millions ; 
at the end of 1944, the total was {427.5 millions. The smaller sample, which 
compares 1938, the last pre-war year, with 1944, shows a decline from £25¢.2 
millions in 1938 to £193.6 millions at the end of last year. 

Of course, the high level of mortgage repayments and the decline in new 
mortgage advances have meant a considerable growth in the societies’ liquid 
assets. Between 1938 and 1944, the growth in such assets was over 160 per 
cent. The point is, however, that this influx of funds resulting from mortgage 
repayments should only approximately balance the decline in mortgage assets. 
How does it come about, then, that during a period of unwinding, a period 
when new house construction has been at a complete standstill, the movement 
can yet report a record assets total? In part, of course, the growth is a 
natural process, reflecting the ploughing back of retained profits. But these 
retained profits are relatively small—additions to reserves by the go societies 
during 1944 amounted to only {1.2 millions. Clearly, therefore, the growth 
in total assets must spring from a growth in public investment in the movement 
during the war years. The Building Societies’ Gazette analysis, unfortunately, 
does not show either share and deposit subscriptions, or the year-end totals 
in these accounts. But our own smaller sample confirms, by inference that, 
as compared with the end of 1939, investments in the movement had increased 
at the end of 1944. Although aggregate withdrawals exceeded aggregate 
new investments in the share departments last year, the total investment 
in these departments was higher at the end of the year than at the end of 1938. 
And although the total of shares and deposits at the end of 1944 was slightly 
lower than the total at the end of 1938, it is a matter of record that the closing 
months of 1939 were a period of fairly heavy withdrawals from the movement. 
It is clear, therefore, that there must be more public money in building societies 
today than there was at the end of 1939. 

With every other form of saving greatly expanded during the war, this 
may not appear surprising. Yet it must be remembered that many societies 
are not anxious to take money from the public today; they have sufficient 
difficulty in earning a reasonable return on their existing funds. The policy 
within the movement in this respect, however, is by no means consistent. 
Taking share accounts alone, three of our seven societies took in fewer invest- 
ments in 1944 than in the previous year, while four took in more. In one 
instance, share subscriptions in 1944 were actually higher than those in 1938. 
Present policy among the larger societies ranges from flat refusal to take 
any more money or limitation to quite nominal amounts, to willingness to 
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accept up to £5,000 on either share or deposit account. Similarly, interest 
rates offered show fairly wide variation—from 1} per cent. to 2} per cent. 
tax paid on shares, and from 1} per cent. to 2 per cent. both tax paid on 
deposits. In general, it is probably true to say that the northern societies, 
which have a rather different status among the investment public than the 
London societies, are today borrowing more cheaply than the London societies 
and can in consequence better afford liquidity. And in general it is probably 
true to say that the movement foresees the possibility of a withdrawal after 
the war of a fair amount of “hot ’’ money which has been attracted into 
the societies by today’s abnormal investment circumstances. 
TABLE I—THE MOVEMENT OF FUNDS 
(in £000’s) 
SHARES DEPOsiITs 
EEE —_ oils een 
Balance Balance 
Sub- With- End Sub- With- End 
scribed drawn* Year scribed drawn* Year 
(sogo? «. 11,692 9,466 87,280 9,309 10,092 35,004 
<1944f .. 3,398 5,077 85,220 6,605 5,080 36,561 
L1o45t .. 4,870 5,288 86,793 6,642 5,524 38,414 





c- —_——_- 


f{ 1938 ba 8,532 10,701 66,829 6,976 3,189 14,549 


Abbey National < 1943 ie 3,508 3,765 64,275 740 1,977 9,537 
(1944 -. 1,334 3,270 03,917 633 1,930 9,442 


{ 1938 wi 673 425 4,447 506 528 ,906 
ie 273 290 4,832 401 338 383 
shoucester 1944 .. 372 298 5,028 523 369 ,580 


{1938 .. 647 448 3,054 3: 322 ,231 
Leeds and Holbeck < 1943 mt 431 255 3,655 5: 114 1273 
1944 ou 338 216 3,868 24! 150 399 


{ 1938 Sa 909 577 5,256 858 
Leek and Moorlands< 1943... 376 365 6,010 753 
1944 ee ,O1l 417 6,743 ! 722 


{ 1938 whe 858 ,018 10,381 J 3,283 


Huddersfield < 1943 bic 344 453 10,310 ‘ ; 3,202 
1944 - 429 412 10,560 3: 2 3,380 


1938f .. 3,632 3,066 27,408 3, 3.432 9,896 
Woolwich Equitable< 1943} .. 859 1,478 29,8901 1,381 2,247 6,181 
L1944t .. 552 1,362 30,872 1,300 22 6,858 





{ 1938 “és 26,943 25,701 204,655 21,720 66,727 
Total, 7 Societies < 1943 “a 11,189 11,689 204,193 9,746 10,042 59,390 
{1944 ee 9,906 11,269 207,781 9,796 9,118 62,801 


* Including interest. f Years to January 31. { Years to September 30. 


TABLE II—MORTGAGE BUSINESS 
(in £000's) 

1943 1944 
ee | FOF ein = ola, 
Balance Balance Balance 

New Repay- End New Repay- End New Repay- End 

Advances ments* Year Advances ments* Year Advances ments* Year 
Halifaxt .. ; ; 20,341 18,224 105,178 3,177 13,739 +~—- 80,831 8,321 14,352 78,452 
Abbey National 13,499 12,573 79,207 1,552 10,285 65,667 1,896 9,696 60,961 
Cheltenham & Gloucester 1,275 1,162 6,261 383 889 5,551 539 932 5,426 
Leeds and Holbeck 1,023 751 4,224 193 558 3394 356 603 3305 
Leek and Moorlands 1,208 994 6,047 661 g21 5,788 1,225 1,094 6,212 
Huddersfield ‘ 2,033 2,109 13,331 305 ,656 9,877 600 1,626 9,302 
Woolwich} 6,277 5,930 35,921 1,790 1373 30,493 2,638 4,744 29,971 





Total, 7 Societies . 45,656 41,743 250,169 8,061 32,421 201,601 15,575 33,047 193,629 





* Including interest. + To January 31 of following year. $ To September 30. 
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TABLE III—QUICK ASSETS 
(in £000’s) 












































1938 1943 1944 
a ~ a - 
Invest- Invest- Invest- 
- Cash ments Cash ments Cash ments 
Halifaxt ‘ ae “ 5,187 17,182 6,985 39,162 6,058 47,711 
Abbey National wa a 2,086 5,983 1,762 12,710 1,792 16,885 
Cheltenham and Gloucester . . 27 889 215 2,318 146 2,977 
Leeds and Holbeck .. <a 37 218 137 1,609 102 2,140 
Leek and Moorlands .. a 30 408 17 1,494 189 1,619 
Huddersfield .. “i ae 468 831 861 3,715 620 5,159 
Woolwich Equitablet in 22! 2,918 1,130 5,901 941 9,105 
Total, 7 Societies ‘ai es 8,056 28,429 II,107 66,909 9,848 85,596 
t At January 31 of following year. { at September 30. 
TABLE IV—PAYMENTS IN ARREARS 
(in £000's) 
1938 1943 1944 
~~ ———EE _ + eee Sl -_ 
Sched. Sched. Total Sched. Sched. Total Sehed. Sched. Total 
II* aig? M'ges II* Ili** M'ges II* Il** M'ges 
Halifax ¢ ; — Ir 105,178 75 1,359 80,831 55 1,029 78,452 
Abbey National ; a r 79,207 124 490 65,667 102 400 60,961 
Cheltenham and Gloucester 2 2 6,261 13 23 5,551 8 30 5.426 
Leeds and Holbeck. ae 4 — 4,22 19 6 3,394 13 6 3,305 
Leek and Moorlands I -- 6,046 3 21 5,788 3 20 6,212 
Huddersfield _ ; _ _ 13,331 _ 16 9,877 _- 15 9,302 
Woolwich Equitablet 2 5 35,921 42 24 30,493 a 27 2r 29,925 
9 19 250,168 276 1,939 201,601 210 I,$2t. 193,579 
—-—Y u_,—_~ nein aiid 
: , 28 2,215 1,730 
Cols. 1 and 2 as % of Col. 3 -OIr 1.10 A i 


* Mortgages on properties of which Societies have been upwards of 12 months in possession. 


** Mortgages where repayments are upwards of 12 months in arrear and properties have not been upwards of 12 month 
in possession of Societies. 
¢ At January 31 of following year. ¢ At September 30. 


[Throughout these tables, the pre-1944 figures for Abbey National have been obtained by merging 
the figures for the Abbey and the National Societies. | 


In the light of these figures, however, there is no doubt that the building 
society movement stands ready to play a big part in the financing of the 
post-war housing programme. In these days, however, the matter cannot 
be left there. It is possible that in a planned economy, such as we shall 
strive for after the war, the current call for mobility of labour, which in the 
sphere of housing means houses to let and not to sell, will prove to have been 
overdone. If we do achieve a balanced economy in each major area, avoiding 
Ebbw Vale in the early thirties on the one hand and Coventry on the other, 
the need for major shifts of industrial population will have been overcome. 
Nevertheless—and possibly indicative of an inborn distrust of planning— 
the emphasis today is much more on houses for letting than it has been in 
the past. 

Can the societies cater for this demand? Doubtless, if the pressure is 
great enough, some more or less satisfactory arrangement will be evolved. 
But it must be admitted that it is difficult to see exactly what solution can 
be advanced which will meet official demands and at the same time conform 
to accepted building society principles. Although the finance of houses to 
let through building societies is very much a question of the hour, it is not 
a wholly new problem. Early in the nineteen thirties, economic depression 
greatly reduced the demand for new houses for sale. Partly because of this, 
the building society movement was willing to co-operate with the Government 
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and the local authorities under the Housing (Financial Provisions) Act of 
1933 to facilitate the provision of houses to let. Under that Act a special 
form of building society advance was made possible, loans being granted up 
to 90 per cent. of valuation to cover the period of 30 years at rates one per 
cent. below the normal rate of interest. The margin between the risk normally 
undertaken by building societies in making the advance, and the go per cent. 
valuation, was covered by a tripartite system of guarantees entered into 
between the society, the local authority and the State. 

Comment on the Act, after a brief experience of its operation, was en- 
couraging. It was contended, for example, that “the Act carries within it 
the germs of an important principle, capable of wider application in the 
future.’”’ Yet the experiment was largely a failure. It is difficult to say who 
was to blame for that. Hardly had the Act come into force than a general 
recovery in trade activity brought the house buyer back into the market, 
and in strength. The building society movement, faced with many demands 
for financial accommodation from would-be borrowers who were willing to 
pay a rate of interest more remunerative than that laid down under the 1933 
Act, would have been less (or more) than human had it not gone for the more 
profitable business. But the local authorities do not appear to have been 
exactly enthusiastic about the project. Either they preferred direct building 
of municipal houses, or they were more interested in taking a leaf out of the 
building societies’ book and made advances to would-be owners under the 
Small Dwellings Acquisition Act. Finally, it must not be overlooked (although 


* the compleat planner often does overlook the fact) that the public itself plays 


a not unimportant part in deciding whether such experiments shall be a 
success or a failure. The economists and the Civil Servants may talk and 
legislate until they are black in the face—but they will not convince the 
average Britisher of this generation that his inborn desire to own his house 
is unnatural and undesirable. Neither will they solve the very real social 
problems involved, such as the separation of a worker from his grown-up and 
employed family. Given the financial means to fulfil his ambition to own his 
house the worker is not likely to be greatly impressed with White Papers 
telling him that he ought to be mobile. 

If the 1933 Act was a failure, it is going to be very much more difficult 
to finance houses for letting from 1946 to 1950. Then building costs were low, 
and the equity in housing property could hardly fail to improve in value in 
the natural course of events. Today, building costs are inflated, and the 
equity in the 1946-50 house—which someone, after all, must hold—is almost 
certain to prove a depreciating investment. (This is not to be read as indicating 
a belief that 1939 property values will ever return, but the margin between 
today’s exceptional values and the normal post-war level may well prove 
fairly substantial.) In the thirties, the public lacked the means to initiate 
and sustain house purchase. Today, with wartime savings, post-war credits, 
gratuities, etc., and with a high level of employment in prospect for as many 
years ahead as the public cares to look, the average potential householder 
is well able to assume the responsibility of house-ownership. 

Doubtless some plans to enable the movement to participate in the fenene 
of houses for letting will be hammered out—possibly on the lines of the 1933 
Act, possibly by means of a guarantee corporation formed by the societies 
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themselves and backed by the Government, as has recently been suggested. 
Possibly subsidies and cheap borrowing through the Public Works Loan Board 
will play an important part, though the latter weapons are likely to be used 
mainly by the local authorities. But it would be surprising if the movement 
did not continue to concentrate after the war on fostering individual house- 
ownership. That, after all, is the job it first set out to do over 160 years ago 
when it operated in church-halls and public-houses. It is a job which it has 
been doing pretty well ever since, ferro-concrete offices notwithstanding. 
And it is a job which the public, both as borrower and lender, at heart wants 
it to go on doing. 


International Banking Review 


France 


HE negotiations with Great Britain for a monetary agreement are making 

progress, and as we go to press the conclusion of an agreement appears 

to be imminent. Meanwhile, the French Government has adopted some 
measures which are liable to affect the position of British interests in France. 
It has placed a ban on the acquisition of real estate in France or of French 
securities by foreign nationals, or by French firms in which foreign interests 
participate. Existing foreign shareholders are allowed to retain their holdings, 
but not to participate in capital increases. At the same time, French nationals 
have been ordered to disclose foreign assets held in their name. 


Sweden 


The Monetary Agreement concluded with Great Britain during March 
follows substantially the same lines as the Anglo-Belgian and Anglo-Dutch 
monetary agreements. The exchange rate is fixed at its present figure, 
subject to alteration after each Government has given as much notice as 
may be practicable. Trade between the two countries will be financed sub- 
stantially on the basis of exchange clearing, though in outward form the 
technique of clearing arrangements is avoided. The two Governments under- 
take to outlaw any foreign exchange transactions on their respective territories 
in each other’s currencies beyond the official limits. The sterling proceeds 
of a Swedish export surplus can be used for purchases throughout the sterling 
area. Hopes are also held out for a release of sterling for purchases outside 
the sterling area “as opportunity offers.’’ Sterling balances may change 
hands freely between Swedes. No figure is mentioned in the agreement as 
the limit to which Sweden is prepared to accept sterling balances in payment 
for her export surplus. 

Spain 

In a circular dated February 1, the Instituto Espanol de Moneda Extranjera 
authorises banks in Spain to accept deposits of the fitth and final 20 per cent. 
instalment of debts owed by Spanish importers to British exporters and 
transferable through the clearing. In addition, the circular authorises the 
acceptance of the balance of any debts so transferable in respect of which 
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the earlier instalments are still outstanding. The circular calls on the banks 
to transfer to the Instituto all deposits so received, by April 30, and British 
creditors are advised to ask their debtors to make the necessary deposits 
without delay. As a result of this measure, the Anglo-Spanish clearing which 
originated during the Civil War is now being completely liquidated. 


Capital Transfers: The New Inquisition 
By Service Etranger 


HE Wall Street crash at the end of 1929 was the signal for the institution 

of exchange restrictions in all countries with unhealthy balances of 

payment. Looking back with the experience of the past few years to 
guide us, it is easy to be amused at the shock felt at the institution of the 
first controls and easy to point out the weaknesses of some of the schemes, 
which often failed to get a tight enough grip on capital assets deposited abroad ; 
but though it is not hard to prescribe cast-iron regulations on paper it is more 
difficult for any one Government to enforce them in practice. 

To turn up the files of the newspapers of 1930/3 is a melancholy and 
chastening experience, and much of the international argumentation of to-day 
serves but to confirm some of the more depressing conclusions suggested by 
the events of those years. It would be a mistake, however, to suppose that 
Economic Man and his governments have learned nothing from the kicks 
received during the anarchic free-for-all that accompanied the sporadic 
abandonment of an international monetary standard. Two complementary 
bits of wisdom, at least, are showing their heads above the turmoil—it is being 
recognized that trade between countries is still frequently a good thing and 
that current account transactions are in many ways essentially different from 
capital transfers. These facts, long familiar to economists and too long for- 
gotten by Parliamentarians, have had their validity strengthened by the 
acceptance of the awkward fact that capital transfers abroad, which in times 
of financial uneasiness may defeat the wisest internal administrative measures, 
can only be adequately controlled by widespread international agreement. 
The Bretton Woods draft has proved a somewhat contentious document 
but it is doubtful whether any of its opponents would challenge its recognition 
of the necessity of limiting disruptive capital movements during the present 
condition of world affairs, and this principle is receiving a partial ratification, 
so to speak, in the various financial pacts that the United Kingdom is now 
concluding with various foreign governments. 

The events of the past have led many newspaper readers to see in the 
Anglo-French and Anglo-Belgian agreements weapons primarily designed to 
bring to light the huge sterling assets of French and Belgian financial embusqués. 
To these, the answer of the President of the Board of Trade to Mr. Alfred 
Edwards (22/2/45) must have come as something of a cold douche. He stated 
that the total amount held by the Custodian of Enemy Property in respect of 
France amounted to £45 million, and in respect of Belgium to £7 million. 
M. Jacques Deschamps, the usually well-informed economic correspondent of 
France, commenting on the French figure, said it was much lower than that 
put about by earlier rumour and it seemed to prove that French capitalists 
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had been less shaky patriots than had been generally thought. Those who 
have more experience of Ministers’ replies can only congratulate M. Deschamps 
on his trustfulness, and Mr. Dalton on the skill of his verbal jugglery. 
The figures quoted must refer to the valued assets declared or handed over 
to the Custodian and, indeed, they conform pretty closely to what is believed 
to be the total of French and Belgian bank balances in London. To get 
anything like a full picture, there must be added to these the market value of 
securities and gold held over here by residents of France and Belgium, and the 
market value of property and interests such as single-premium policies. It is 
impossible for an outsider to arrive at the total but it must be three or four 
times the figure given in the reply already quoted, and, if all the various 
guardians have complied with the custodian order, the authorities must know 
everything there is to be known. 

The course of France’s negotiations with the various countries to which 
her resident subjects have transferred their assets has given the unwarrantable 
impression that London is the main if not the only hiding place favoured by 
those Frenchmen who ignored their Government’s 1939 and 1940 orders 
calling on them to declare foreign balances and securities. During the early 
part of last month, the negotiations at Berne between the Swiss, on one side, 
and the British, Americans and French, on the other, showed that Zurich 
and Geneva also had not been without their attractions for those Gallic owners 
of what M. Deschamps has called “ capitaux deserteurs’’; and though the 
agreement now concluded is said to exclude any provision for a Franco-Swiss 
exchange of fiscal information, it appears that the Federal Government has 


agreed to block bank accounts of French residents until’such time as the - 


French authorities give a releasing order. 

In an earlier article, the present writer maintained the view that disclosures 
of this type between the various great financial Powers were justified if they 
acted as necessary steps in achieving an increase in multilateral trade within 
a framework of stable exchanges. It is nevertheless disturbing to watch the 
piecemeal manner in which a general agreement is being arrived at, and this 
proceeding by penny numbers is not a happy augury for the era of simultaneous 
action envisaged by the Bretton Woods delegates. Only an optimistic recluse 
would expect at the present time an all-embracing arrangement which would 
result in the co-operation of distant neutrals, such as the Argentine ; but it is 
understandable that London bankers should dislike a scheme which threatens 
deposits with them and makes no provision for bringing to light the French 
flight capital in the United States, in certain well-known provinces of Canada 
and in Panama. If there is this breaking of step in war-time, how can we expect 
better co-ordination when peace comes, with its weakening of the sense of 
urgency ? 

The measures taken by France have been based on the implied claim that 
a Government has a right to extradite lawbreaking capital as well as law- 
breaking persons. As long as we are all good democrats fighting the same war 
side by side the claim may be admitted, but it is as well to be clear that this 
is only one basis for international inquisitorial searches. As has been already 
pointed out, the Anglo-Belgian agreement institutes much the same tale-telling 
as does the Anglo-French financial pact, and yet there was never any law 
prohibiting Belgian nationals from maintaining undeclared capital assets in 
other countries. Here the disclosure provisions are merely introduced as a bit 
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of machinery without which the contracting parties cannot arrive at the 
amount of the sterling credit to be made available to the Belgian Government, 
but any evil consequences to depositor and banker are the same as in the 
French case. It should not be forgotten that this type of agreement tends to 
produce disclosures from both sides; the French regulations, for example, 
state that non-residents of France, including foreign companies, shall no longer 
be permitted to dispose without special licence of their holdings in that country. 
They go on to set out stringent disclosure requirements, and it will now be 
impossible for a resident of the United Kingdom to have property tucked away 
unnoticed in France. 

It is doubtful whether movable property of this class amounts to any great 
total in France and Belgium. But if all goes well there will soon be in existence 
a Netherlands Government fully established on Dutch soil, with access to the 
records of the Dutch banks and doubtless eager to come to a similar kind of 
bilateral arrangement with London. There are one or two reasons for believing 
that British assets in Holland are not inconsiderable. That a great part of 
them is in the form of bearer securities is deducible from the fact that it was 
by no means unknown for Dutch banks before the war to send over to London 
parcels of coupons for collection unaccompanied by the usual affidavit of 
non-resident ownership. The explanation of this coyness could only be that 
the beneficial owners preferred to pay British income tax, and it is only a step 
from that to suspecting that they were British residents who, if all were known, 
would have had to pay surtax as well. 

The first reaction of a British taxpayer, especially the pay-as-you-earn man, 
would probably be to support the taking of international measures to trap 
these wealthy evaders, but a little caution is surely advisable. The bilateral 
agreement with France allows disclosure (of French-owned assets at any rate) 
on the ground, supposedly, that the owners should have made disclosure to 
their Government early in the war. The agreement with Belgium brings in 
disclosure for a different reason as an implied corollary of one of the main 
clauses of the pact. To those two grounds we may find ourselves adding a 
third—that of chasing up the dodger of direct taxes. How far is this desirable 
in the long run? Admittedly, it is often difficult to distinguish between 
legitimate fiscal measures taken by a Government to protect its balance of 
payments and measures to enforce a penal level of taxation. In the United 
Kingdom, we can safely take the attitude that no Government such as we 
have had up to now would institute a tax on income rising to Igs. 6d. in the 
pound unless there were apparently sound fiscal reasons for it ; but we know 
quite well that in other States there have been instances where taxation (or its 
enforcement) was influenced by other than purely fiscal considerations, and 
we shall be unwise to ask for disclosures that help us to secure valid ends if in 
return we have to accord inquisitorial facilities to foreign Governments whose 
aims are designed as a form of political monetary proscription. 

It may seem early days to draw this distinction and suggest these dangers, 
but those who have had to deal in practice with exchange controls can see the 
direction in which we are tending. It is only right, before we set out on the 
slippery path, to point out that those who will the means should first think 
of all the probable consequences. 











THE BANKER 


Appointments and Retirements 


Bank of Adelaide—Mr. James Hay Gosse has been appointed a director 
in place of the late Stanley McGregor Reid. 


Barclays Bank—Mr. D. Lewis Jones, manager of Pwllheli, Criccieth and 
Nevin branches for the last 26 years, has been appointed local director of 
these and eight other neighbouring branches. 

Banque Belge—Mr. W. J. Holden has resigned to go into business outside 
the City. He is succeeded as manager of the brokers’ loans department 
by Mr. E. E. Harri. 

Bank of New Zealand—Mr. Stronach Paterson has been elected a share- 
holders’ representative on the board of directors. 

Comptoir National—Mr. F. J. Garnett, formerly sub-manager in London 
and acting manager since 1939, has now been nominated manager of the 
English branches. Mr. J. L. Clariembourg, formerly manager at Liverpool 
and Manchester branches, acting sub-manager in London since 1939, has 
now been nominated sub-manager in London. 

Lloyds Bank—Head Office: Mr. R. G. Smerdon, M.C., district manager 
and manager of Liverpool, has been appointed a joint general manager to 
succeed Mr. L. A. Stanley, who has retired after 48 years’ banking service. 
Advance Department: Mr. A. F. L. Bulleid, a controller, has retired ; Mr. 
P. E. L. Foot, hitherto an assistant controller, has been appointed a controller. 
Premises Department : Mr. F. H. Shann, F.R.1.B.A., chief building inspector, 
has retired, but his services will be available in a consultative capacity for 
the time being; Mr. S. F. Bestow, F.R.I.B.A., hitherto building inspector, 
Salisbury, has been appointed chief building inspector ; Mr. C. E. W. Boreham, 
A.R.1I.B.A., from Head Office, has been appointed building inspector, Salisbury. 
Eastern Department, E.C.: Mr. C. U. Knox is retiring after 40 years’ service ; 
Mr. R. O. Williams, hitherto deputy manager, and Mr. A. P. Nielsen, formerly 
joint district manager, India, and joint manager, Caicutta, to be joint managers. 
Martins Bank—Head Office, Trustee Department: Mr. H. C. S. Whalley, 
hitherto pro chief accountant, has been appointed an assistant manager. 
Manchester, Cheetham Branch: Mr. F. Hurst has been appointed assistant 
manager. 

National Provincial Bank—Mr. L: W. Stead, for over eleven years joint 
general manager, has retired. 

North of Scotland Bank—Mmr. Stanley Christopherson has resigned from 
the board, the Most Hon. the Marquess of Linlithgow, K.G., K.T., P.C., 
G.C.S.I., G.C.1L.E., being appointed in his place. 

Standard Bank of South Africa—Mr. Robert Wemyss Muir Arbuthnot 
has been elected a member of the board. 

Swiss Bank Corporation—Mr. Louis Vaucher has been elected second 
vice-chairman. 

Yorkshire Penny Bank—The Most Hon. the Marquess of Linlithgow, K.G., 
K.T., has been appointed a director. 
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INDUSTRIAL WALES: 


An Economic Survey 














Post-War Reconstruction of Welsh 
Industry 


By Sir Gerald Bruce, K.C.B, CMG,, DSO. 


(Chairman of the South Wales and Monmouthshire Industries Association and 
Chairman of the South Wales and Monmouthshire Trading Estates, Ltd.) 


N introducing this Economic Survey of Industrial Wales, I should like to 
|= at the outset that I am very optimistic about the prospects of Welsh 

industry after the war. This optimism is, I believe, not mere wishful 
thinking. There are good grounds for forecasting a period of prosperity for 
the Principality. Optimism, wishful thinking, least of all complacency, will 
not bring good times to Wales. What we need for success is planning, organiza- 
tion, co-operation by all sections of the community and hard work. That is 
one of the grounds for my optimism. There is evidence on all sides that the 
special problems of Wales are being tackled in a determined and thorough 
manner by our Members of Parliament and by the members of local authorities, 
by industrialists and by Labour leaders, by employers and by employed. 
Several bodies are at work on the problems of post-war reconstruction. 
Principal among them are the Welsh Reconstruction Advisory Council, set 
up by the Government in June 1942 to survey and advise on problems of 
reconstruction of special application to Wales and Monmouthshire, the 
National Industrial Council of Wales, which for many years has devoted 
attention to the needs of Welsh local authorities, and the recently formed 
Welsh Industries Association, which is concentrating on the encouragement 
of new industries in the area. 

The First Interim Report of the Welsh Reconstruction Advisory Council 
is a most valuable blue print of the way in which Wales can be developed in 
the spheres of Industry, Agriculture, Transport and Public Services. Lord 
Woolton, the Minister of Reconstruction, was quick to realize its value and 
so were members of Parliament in the recent debate in the House of Commons 
when for the first time in history a whole day was devoted to Welsh affairs. 

Another ground, I think, for optimism is the changed attitude on the part 
of the Government. When the depression fell on Wales between the two 
wars there was a feeling in Government circles that things must be left to work 
themselves right. Now, I am glad to say, we have said goodbye to all that. 
Economists and the Treasury are agreed that unemployment can be tackled 
like any other problem, and for the first time in history the Government has 
assumed the responsibility for a policy of full employment. This new outlook 
in the highest quarters is one of the most encouraging signs, and I think we 
should be lacking in gratitude if we did not acknowledge the change. It 
is not only a change of attitude. The new policy is taking shape in definite 
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action. I may mention as a concrete example the Severn Bridge, which has 
been definitely promised as one of the first measures to be undertaken at the 
end of the war. Then again the Government has scheduled South Wales 
as one of the four development areas ’’ in the country. From being “a 
depressed area’’ and then “‘a special area”’ it marks a wonderful change 
for South Wales to be looked upon as a development area. 

It is too early to know what will become of the Royal Ordnance factories 
that have been set up in Wales during the war, but there is reason to believe 
that the country’s munitions will not be manufactured again near the vulnerable 
area of the Thames estuary. Again, the Board of Trade has appointed a 
Regional Controller for Wales, whose responsibilities will include the allocation 
of man-power and the distribution of industry in the area after the war. 
Already half a dozen standard factories have been allocated to Wales. 

A third ground for optimism is that during the war Wales has come to 

realize her potentialities. Never before has the productivity of the area been 
camectaned as during these war years. Surely that means that we are not 
likely to go back to the old days when the community relied on three or four 
heavy industries. In future our industry is certain to be more balanced and 
so more healthy. 

As an example of this wartime development, I may mention the South 
Wales ports. When the full story is told it will be seen what a big part the 
Bristol Channel has played in the vital transport needs of the war. I want 
to put in a plea for consideration for the ports of South Wales, the ports that 
have done such remarkable work during the war. They have earned praise from 
Ministers of State, they deserve the utmost consideration in post-war planning. 

It would be a mistake for me to give the impression that we have no 
difficulties in South Wales. Of course there are problems facing us, but I 
believe the difficulties can be overcome. The coal industry is in everybody’s 
mind. It is doubtful whether at the end of the war the South Wales coalfield 
will be able to produce enough coal for home consumption and for the export 
trade. The Government has stated that the post-war exports of the country 
should be 50 per cent. above pre-war. If that is so, coal exports should play 
an important part when peace comes as they did before the war. But it has 
been questioned whether the pits will be able to produce enough coal for all 
purposes with present methods of working. There is a strong feeling not 
only in the coal industry, but also in the cotton industry and other basic 
industries that methods must be overhauled. 

Another problem lies with another of our older industries in South Wales, 
the tinplate industry. During the war, the tinplate industry has sacrificed 
its overseas market and a fear exists that it may be difficult to regain this 
trade. However, the tinplate firms are tackling the problem realistically, 
and only a few days ago the President of the Board of Trade made the im- 
portant announcement that four of the largest tinplate companies in South 
Wales are combining to build new modern plants at Port Talbot and Llanelly 
so that the industry may make “its proper contribution to the economic 
life of South Wales and to our post-war export trade.’’ The case is somewhat 
the same so far as the steel industry is concerned. During the war steel 
has been in great demand. When peace comes there may be a surplus of 
production. It remains to be seen whether reconstruction work, peace 
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industries and the export trade can absorb the total output. 

But I have no doubt the difficulties that arise will be tackled in a deter- 
mined way and that Wales, having made a stupendous war-effort, is facing 
a period of prosperity which will be in striking contrast to the depression 
between 1918 and 1939. 


Welsh Trade and Industry To-day 


and To-morrow 
By Professor H. A. Marquand, M.A.,, D.Sc. 


(Professor of Industrial Relations, University College, Cardiff) 

HE industrial revolution brought to Wales a rapid increase and remark- 
Tate concentration of population. Immigrants were attracted to the 

mining and metal industries of South Wales, to some extent from foreign 
countries and from the rural areas of Wales itself, but chiefly from the rural 
areas of England and Ireland. So attractive were the high rates of profit 
and wages paid by the coal industry, and employment in it was so well main- 
tained, that there was no great incentive to Welsh entrepreneurs to develop 
other industries. U nfortunately, during the years from 1926 to 1938, though 
there were brief periods of slight revival in the domestic trade, the steady 
decline of foreign and bunker demand rendered the trading position of the 
South Wales coal industry very difficult and made it subject to chronic un- 
employment and under- -employment. The steel industry, the heavy units 
in which had moved from inland centres like Merthyr Tydfil and Blaenavon 
to coastal sites at Cardiff and Port Talbot, was also faced for a variety of reasons 
with the necessity for rationalization and scrapping of re dundant plant. 

The war brought about a remarkable change in the industrial make-up 
of Wales. Six Royal Ordnance factories were established in the South and 
one in the North. The total number employed is not published, but it is 
fairly safe to say that it cannot have been far short of half the number engaged 
in the South Wales coal- mining industry. Then new factories for manufactur- 
ing and rolling light alloys were established, employing some thousands more. 
There was a large- scale extension of factories previously making hardware 
and other consumer goods, which were converted to the manufacture of 
cartridge cases and many parts, instruments and weapons for aircraft. New 
factories were also erected for these purposes and for the manufacture of 
chemicals and chemical products. The total employment on war products 
probably equals today the total of the coal-mining industry. 

In North Wales the problem of depression and surplus before the war 
was not so large and there was a larger proportion of the population engaged 
in agriculture than in the industrial south. But there were pockets of chronic 
unemployment and excessive dependence upon the extractive industries of 
coal-mining and slate quarrying. Here again, however, the war has brought 
about a fair degree of diversification, with the extension of chemical and 
rayon manufacture, the establishment of a Royal Ordnance factory and the 
building of more than one factory for the manufacture of aircraft parts. 
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North Wales may look forward after the war to a great expansion of its 
tourist industry and to an increased demand for its rayon as well as for its 
roofing slates ; but like South Wales it is bound to ask whether a peacetime 
use can be found for the labour and factory space now making products of war. 

There are three main reasons for believing that the future outlook for 
Welsh industry is good. The first is that Welsh labour has fully justified 
the claims which those who knew it best have always made for it. It has 
proved itself to be highly adaptable, capable of training and responsive to 
fair treatment. Manufacturers who have had experience of it during the 
war want to retain and expand their factories in Wales, and their example 
will fill others with the desire to come to Wales. Secondly, war experience 
has proved to manufacturers as well as to the State the desirability of dis- 
persing industry over wide areas rather than crowding it all into one or two 
huge agglomerations like London or Birmingham. Thirdly, while the scarcity 
of factory space and labour and materials for building continues, the Govern- 
ment policy of diverting industry to Development Areas will be very effective. 

At present, six new factories are being built or have recently been com- 
pleted in South Wales. Enquiries received by the Board of Trade show 
that it would easily be possible to fill with similarly promising enterprises 
millions more square feet of factory space if it could be provided. The bulk 
of the Royal Ordnance Factory space is not adaptable to ordinary manu- 
facture and new buildings will be necessary if the demand is to be met ; but 
given these South Wales need not be a depressed area after the war. 

Coal-mining will remain one of the chief industries in both North and 
South Wales, but its ancient pre-eminence will have gone. Though active 
demand for Welsh coal will, no doubt, continue for some years after the war, 
the restoration of European production must before very long reduce the 
export trade to dimensions very small compared with those of the past. The 
industry’s chief problem will be shortage, not surplus of labour. It’ will 
strive to meet this by mechanization, which may have the effect of raising 
output per man. Its total employment capacity will probably be less than 
half what it was twenty years ago. The next largest industry—perhaps the 
largest of all—will be engineering. If we have any luck at all, this industry 
will maintain and increase its present employment capacity, so that it may 
after a time take pride of place above the coal-mining industry. It will no 
longer be confined, as it has been in the past, to the manufacture of mining 
appliances or relatively crude heavy products. For example, one of the 
new factories which is to be constructed to Government order will be used 
for the production of watches and instruments. If all goes well with this 
project it may be expected to develop into an employer of several thousands 
of workers at the upper end of the Swansea Valley. The Nuffield organization, 
again, is interested in the production in various parts of South Wales of com- 
ponents required for the automobile industry. Another strongly established 
firm has in mind a substantial production of machine tools. This by no 
means exhausts the list of similar projects. 

Closely related to the engineering industry will be the iron, steel and 
tinplate industry. As I have already said, this section of Welsh industry 
has passed through many vicissitudes in the past and its location has been 
greatly influenced by changes in the source and cost of transport of raw 
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material. Today a strict calculation of the economic cost to the industry 
itself would probably lead to a decision to close down much of the industry 
in South Wales and concentrate upon plants situated near to the ore fields 
of the English Midlands. Public policy, however, has taken into account 
social costs as well as costs to particular firms. As a result one huge new 
integrated unit has already been established in Ebbw Vale and another strip 
mill is to be established at Port Talbot, where a large iron and steel works 
already exists. These two, together with the integrated iron and steel plant 
and associated works at Cardiff, the re-rolling works at Newport and the steel 
works and (strip) sheet mill at Shotton, in North Wales, will be the main 
constituents of a rationalized Welsh steel industry after the war. The plastics 
industry is discussed elsewhere in this issue. Big developments in the pro- 
duction of nylon in Monmouthshire and the continued growth of rayon pro- 
duction in Flint are indications of the suitability of Wales for this type of 
industry. The existing paper and board works in Cardiff and Treforest 
may also be expected to expand. For many years a cigar factory in Cardiff 
was the only prominent example of a consumer-goods industry which came 
to Wales to avail itself of the abundant supplies of female labour. Just 
before the war the value of this labour supply began to be appreciated and 
the war has proved its worth. It is particularly suitable for the clothing 
industry and this—already firmly established in large units in the Rhondda 
Valley and Merthyr Tydfil and in smaller firms in Treforest—will become 
one of the main industries of Wales. 

Perhaps I have said sufficient to indicate that Welsh industry now presents 
and will continue to present a varied and colourful pattern. The availability 
of labour and resources is no longer in doubt. Its prosperity, therefore— 
apart, of course, from national and international policy—will depend upon 
three main factors: transport, power and training. 

There are two respects in which improved transport will be particularly 
important to Welsh industry. In the first place, the events of the war have 
proved completely the case for the building of a Severn Road Bridge. On 
many occasions during the war the existing railway facilities have proved 
inadequate for the export from Wales of all the coal and munitions which 
she could produce and traffic embargoes have been necessary. If new light 
industries are to thrive after the war they must have adequate transport 
and not be held up by the delays inevitable on lines congested with heavy 
freight traffic. Moreover, the building of a road bridge will facilitate quick 
travel of salesmen, administrators and other persons between Wales and the 
West of England and will assist in the close integration of two complementary 
industrial regions. 

Secondly, sea transport to foreign markets will be a valuable aid to many 
of the new South Wales industries. In the past, coal has been overwhelmingly 
the main export from the South Wales ports and imports have consisted 
chiefly of the raw materials of the steel industry, of pit props and of grain 
for the large flour mills which are situated in the main coastal towns. In 
short, trade has been mainly carried on by slow-moving tramp steamer. Before 
the war efforts to develop an import trade by liner were not very successful. 
During the war, however, there has been a substantial increase in other traffic 
than coal. The experience gained and the increased provision of facilities 
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have greatly improved the prospects of developing an adequate liner traffic. 

Occasionally during the war shortage of electric power has threatened the 
maintenance of war production in Wales; but there has been substantial 
building of new generating plant, and there is no reason to fear that new 
industries cannot be accommodated. The source of power in North Wales 
is, to a considerable extent, hydro-electric, but in the South steam generation 
is the rule, as is natural on a coalfield. In the past the project of a Severn 
barrage with hydro-electric generation has not been received with much 
enthusiasm in South Wales, since it might affect adversely the demand for 
coal. If one assumes, however, that the new station be used mainly to increase 
the present capacity of the grid so as to cater for the vastly increased demand 
of a new industrial age, there need be no injury to the coal industry. 

The most vital need of Wales today is the training of her workers to fill 
the technical and administrative posts which are becoming steadily more 
important in industry. Technical training in the past has been heavily 
biassed in favour of coal-mining, but the education authorities of South Wales 
are fairly progressive and they have been planning for many years careful 
schemes for training for other industries. This has been the task of a Special 
Advisory Council for Technical Education, on which all the education au- 
thorities are represented. It is safe to say that as soon as new industries 
are well established in Wales—with the aid in the initial stages of experts 
from England or foreign countries—the adaptable people of Wales will learn 
the new arts with enthusiasm and will proceed to equip themselves by the 
necessary training. 


The Docks System of South Wales 
By Leslie E. Ford 


(Chief Docks Manager of the Great Western Railway) 


HE principal Docks on the South Wales coast are owned by the Great 
"[ westem Railway Company. They are at Cardiff (including Penarth), 

Swansea, Newport, Barry and Port Talbot. The Company also own the 
large open harbour of Fishguard, from which Port steamer services connect 
with Eire, and smaller Docks at Briton Ferry and Burry Port. The Docks 
at Cardiff, Newport, Barry and Port Talbot were formerly owned by separate 
Railway Companies, which were amalgamated with the Great Western Railway 
as from January I, 1922, following the requirements of the Railways Act, 
1921. Swansea Docks were owned by the Swansea Harbour Trust, which 
was amalgamated with the Great Western Railway Company by a special 
Act of Parliament as from July 1, 1923. 

The Company at the time of the amalgamation gave pledges to the re- 
spective towns in which the Docks were situate, undertaking to hold the 
balance even in regard to the various ports, and to maintain the Docks in a 
state of efficiency. Immediately the amalgamation was completed, the 
Great Western Railway Company embarked on a programme of bringing all 
the equipment and facilities at the Docks thoroughly up to date. This pro- 
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THE DOCKS SYSTEM OF SOUTH WALES 








gramme consisted of renewing and considerably adding to the railway tracks, 
and substituting new for the older coal shipping appliances and quayside 
cranes, rehabilitating and adding new sheds, renewals and additions to 
hydraulic and electrical installations, new pumping plant, new lock gates, 
additional tug boats, extensions of telephones, repairs and re-building of quays, 
provision of new weighing machines, and many other items. The work 
occupied a few years and involved an expenditure of some millions of pounds, 
but the result was a thorough modernization of the whole of the Docks. 

The extent of the Docks can be indicated by the area of deep water, which 
at Cardiff is 165 acres, Swansea 269 acres, Newport 124 acres, Barry 114 acres 
and Port Talbot 67 acres. Ships of the largest size can be accommodated, 
and the facilities for loading and unloading, such as quayside cranes, coal 
shipping machines, floating cranes, mobile land cranes, and so on, are efficient 
and up to date. Railway connections, including sorting and reception sidings, 
and also road communications, are excellent. 

In normal times, the largest tonnage of any particular traffic passing 
through the Docks consists of coal shipped, and just before the war this 
amounted to nineteen and a quarter million tons annually. Apart from 
coal shipments, however, there was also an impressive quantity of other 
merchandise, which before the war totalled five and three-quarter million 
tons yearly. As an indication of these other traffics, apart from the coal 
shipments, exports are officially classified under the heads of patent fuel ; 
iron and steel rails and ironwork; tinplates; cement; grain and flour ; 
oil; and general merchandise. Imports are recorded in the classifications 
of iron ore; copper and other ores; iron and steel (semi-manufactured) ; 
timber and deals ; pitwood and mining timber ; grain and flour ; oil ; building 
sand; and general merchandise. Under the latter heading, both imports 
and exports covered a wide variety of goods of all kind, including foodstuffs, 
meat and innumerable types of cased and packed goods of all kinds. So 
much was the word “coal’’ associated with the South Wales Docks before 
the war that it was often overlooked that a very substantial trade in other 
merchandise was also carried on ; so much, in fact, as to constitute a very 
considerable general cargo trade. 

During the war, the coal export traffic has suffered a decrease, mainly 
owing to the loss of the French and Italian markets, but the specialized coal 
shipping appliances have been maintained in full efficiency ready for the 
resumption of coal exports, which it is anticipated will be on a substantial 
scale after the war. As regards other shipment traffics, it is now revealed 
that during the war the South Wales Docks have been called upon to deal 
with unprecedented quantities of every conceivable type of cargo, and have 
come through the test most satisfactorily. The publication of full details 
is not permissible, but it can be stated that a large volume of the usual bulk 
imports and exports has continued, such as ores, timber, oil, iron and steel. 
At the same time the quantities of varied traffics, both imported and exported, 
that have been dealt with, have been enormous—in fact, about five times as 
much in a year as before the war. 

For the last complete year before the war the total of the miscellaneous 
cargoes imported and exported at the principal South Wales Docks was 
592,000 tons; for 1943 it was 2,935,000 tons. Every conceivable type of 
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general traffic has been handled, including frozen meat and all kinds of food- 
stuffs, railway locomotives and rolling stock, road vehicles, heavy and light 
weapons and munitions, aeroplanes and parts thereof, floating craft whole and 
in parts, machines of various types, and miscellaneous goods, either loose or 
in packages and cases of all sizes, shapes and weights, heavy, medium and 
light. Many passengers have also been landed and embarked. 

The handling of the various traffics and the ships carrying them has been 
carried out in a manner that has called forth many expressions of appreciation 
on behalf of the Government Departments and trading interests concerned. 
It has thus been conclusively proved that the South Wales ports can effectively 
deal with every sort of commodity and compare favourably with any other 
ports of the country for the loading and unloading of general cargoes. Added 
to these capabilities is the very favourable geographical position of the South 
Wales seaboard for the importation or exportation of traffics to or from any 
part of Great Britain. 

The importance and value of these South Wales ports for general cargo 
business should in the future be fully exploited in the national interest. This 
is not to say that the South Wales ports wish to take away from any ports 
in other parts of the country any of their natural traffics. In view, however, 
of the increase of overseas trade that should follow from the Government 
policy of stimulating and maintaining employment in this country, and ex- 
panding foreign commerce, the general public advantage will undoubtedly 
be served by an increased and substantial flow of traffic through these fine 
South Wales Docks—which the Great Western Railway Company aptly style 
“ Britain’s Western Gateways.”’ 


Coal Products — Developments in 
South Wales 
By Dr. W. Idris Jones 


REAT forward strides have been made in the preparation and utilization 
(5 South Wales coal since 1918. Research has been stimulated and 

some of the larger companies have set up private research departments. 
In addition, the industry benefits by the work of the various research organiza- 
tions established by the British Coal Industry and the Government and by 
the work of certain district research organizations. 

The South Wales and Monmouthshire coalfield covers an area of 1,000 
square miles. The reserves of coals are estimated at about 26,000 million 
tons, of which 6,310 million tons is anthracite (Coal, its Constitutson and Uses, 
page 95, Bone and Himus). These coals range widely in physical and chemical 
properties and fall within a band extending from anthracite to gas coals 
and with volatile contents of from 5 per cent. to 36 per cent. Before 1914 
the annual output of South Wales coal was over 45 million tons and in one 
year actually exceeded 50 million tons. There was a steady fall after 1918 
and in the years embracing the present war the outputs as given in the 
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od- Statistical Digest issued by the Ministry of Fuel and Power are as follows : 
ght Output Output 
ind Tons Tons 
or 1938 as a vr 35,292,800 1941 i oe sis 27,426,400 
nd 1939 Pie “d -. 35,269,100 1942 a a .. 26,723,400 
1940 e - .+ 32,352,000 1943 <a a én 25,115,700 
en There was a further-reduction in output in 1944. It will, therefore, be 
ion seen that the coal industry of South Wales has been very seriously affected 
ad. by the present war and a great deal will have to be done to improve matters. 
ly In the years preceding the present war, and more so before 1914, South 
1er Wales was a great coal exporting district, but since then, coal exports have 
ed fallen enormously, due to circumstances largely beyond the control of the 
th industry ; at the present day they amount to an almost negligible tonnage. 
ny It is undeniable that every effort must be made to recover and secure as far 
as possible some of these markets. On the other hand, over-reliance must 
go not be placed on coal export, because the future years will witness increasing 
11S efficiency in the use of coal in other countries as in Britain, and increasing 
ts use of hydro-electric and diesel-electric power in countries which have in the 
>r, past been considerable purchasers of South Wales coal. We may also have 
nt to contend with heavy subsidies in foreign countries. It is clear, therefore, 
X- that our mining costs must be reduced and that new uses for South Wales 
ly coal must be sought, involving its conversion into new commercial products 
ne even more extensive in type than those made in the past. 
le In pre-war days, the production of coal by-products in South Wales was 


more or less confined to those obtained by the carbonization of coal in coke 
ovens or gas works retorts, e.g. tar, benzole, coal gas and coke. One of the 
most modern tar distillation plants in Europe has been erected in the area 
and distillation of tar is concentrated in a relatively small number of plants. 
South Wales metallurgical coke established a world-wide reputation for 
high quality while coke oven gas is used on an extensive scale by local 
authorities and industries, and may become more important still if a gas 
grid is developed locally after the war. During the past decade and largely 
to meet the demands of war, new products have been derived from South 
Wales coals, and these coals have been used increasingly as chemical reducing 


mn agents in metal refining and also in gas generators for the manufacture of 
id water gas and producer gas and for hydrogen production, etc. 
S. One of the new products is calcium carbide, which is now being made on a 
i substantial scale in South Wales from Welsh limestone, coal and coke and 
y using the electric furnace. The production of a ton of 80 per cent. carbide 
requires one ton of coke and about 3,500-4,500 k.w.h. of electric power or 
0 up to 14 tons of coal is required to give one ton of acetylene ; this is not 
n very efficient. The future of South Wales carbide, therefore, depends in 


the main on power consumption, costs and availability and on the possible 


Sy 

il development of new carbide processes. Other coal products of relatively 
s recent development in South Wales are synthetic ammonia and methyl 
4 alcohol or methanol. These are produced catalytically in similar plants 
€ at a pressure of over 5,000 lbs. per square inch, and at elevated temperatures. 
8 Ammonia is synthesized from a one to three mixture of nitrogen and hydrogen 
e derived from coke, air and steam, and methanol from a one to two mixture 


of carbon monoxide and hydrogen, derived from the interaction of coke steam. 
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Other new materials produced in South Wales in recent years are carbonized 
briquettes, which are ideal for domestic cookers, boilers and stoves. If the 
electro-chemical industry is developed after the war, it will lead to a further 
demand for coal as a reducing agent. 

In the coming years developments such as the above must be multiplied 
and the wit of man will undoubtedly devise ways and means of doing so. We 
have in South Wales the necessary raw materials for the production of various 
types of plastics. One ton of South Wales coal on carbonization gives about 
one-third of alb. of phenol, one-tenth of a lb. of xylenols, four lbs. of naphthalene 
and five lbs. of benzene. These compounds could be converted to yield 
phenolic, glyptal and styrene plastics. Furthermore, power considerations 
being satisfactory, South Wales carbide could be converted into cyanamide 
and thence into melamine plastics or into acetylene and thence vinyl or 
cellulose acetate plastics. Again, synthetic ammonia, by interaction with 
carbon dioxide at high pressures and temperatures is convertible into urea, 
an important concentrated nitrogenous fertiliser and of value for the pro- 
duction of urea-formaldehyde plastics. Plastics derived from coal should 
therefore assist in the further diversification of Welsh industry, but they 
must not be regarded as the open sesame to the anni mirabiles after the war. 
Although coal tar has been used for a large variety of applications, the develop- 
ments of the past few years point possibly to better and more lucrative uses 
for this valuable coal product in the supply of basic materials for the production 
of fine chemicals and pharmaceuticals such as vitamin K, atebrine for malaria 
and starting compounds for the production of sulfa drugs. 

The production of oil from coal is a matter of higher policy on the part 
of the Government, but if it is decided to go ahead with the installation of a 
classical or novel type of oil from coal plant after the war, South Wales 
would be an ideal setting for such a plant and for the subsidiary plants for 
the derivation of organic chemicals and special fuels, solvents and lubricants 
from the synthetic oil. Another link-up between coal and oil may be found 
in coal in oil suspensions, on which considerable research has been carried out 
in South Wales. It may be possible to use this new fuel on a helpful scale 
in the inland market and in liners and coastwise shipping after the war. 

It is hoped that this brief article will suffice to show that coal is truly 
the greatest mineral asset of South Wales and that upon the prosperity of 
the coalfield and the further diversification of industries using coal as a basic 
material, depends the future material welfare of Wales. The wide range and 
excellence of the coals produced in South Wales would appear to point to 
this area as an ideal centre for post-war development. 


The South Wales Tinplate Trade 
By Sir Edgar R. Jones, K.B.E. 


HE production on a regular commercial scale of thin plates of iron for 
"[ coating with tin was well under way in South Wales in the middle of 
the 18th century. Local water, coal, and the most suitable and cheapest 
steel in the world maintained the supremacy of the tinplate industry almost 
to the end of the 19th century and the finished product was in demand in all 
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parts of the world with no serious effective competition by any other country. 
By the last decade of the 19th century out of a total production of 10 million 
boxes of plates, 5 million boxes were being exported to the U.S.A. By this 
time that country had established a substantial steel industry of its own 
and decided to bring about its own production of tinplates as an outlet for 
the consumption of its own steel. A protective tariff was imposed against 
the imports of Welsh tinplates with the result that within five years the 
imports from Wales were reduced from 5 million to about 1 million boxes. 
This was a shattering blow to the industry in South Wales, but it succeeded 
in developing markets in other parts of the world, and within a few years 
recovered the loss of the American market which had previously taken half 
of its output. 

This achievement was largely due to the ingenious and practical improve- 
ments in the methods of production and reductions of cost. The industry 
purchased its steel bars wherever and whenever they were cheapest from 
steel works in this country and from steel works on the Continent, but the 
tinplate works themselves continued their exertions in improving the pro- 
duction of steel most suitable for their purposes at the cheapest cost. Co- 
operation m these new methods proved very successful. Many European 
countries in spite of tarriffs, continued to obtain the bulk of their supplies 
from South Wales up to 1913, the year before the last war. 

After the war the U.S.A. producers who had in the meantime been able 
to expand their production considerably, made a determined attack on the 
world export markets and the Welsh industry took special measures to recover 
the lost world markets. In this it was again very successful, and by the year 
1924 had brought its total output back to the previous peak figure of about 
17 million boxes and its export quantity to a record figure of over 11 million 
boxes. It was already evident in that year that the American producers 
were determined to compete more severely for the export markets : that France 
and Italy and Spain, and still more Germany, were taking steps with the 
aid of their Governments to produce for their own requirements the quantities 
that had been furnished from South Wales. Attention was directed to the 
fact that the total consumption of this country was only about 4} million 
boxes, and that a special effort should be made to expand that internal con- 
sumption. The Welsh manufacturers, therefore, provided the funds for 
initiating a combined effort to develop a canning industry in this country. 
In the 12 years that followed, the home consumption was expanded to about 
double the quantity in 1924. 

In the meantime the foresight of the Welsh manufacturers as to conditions 
affecting the export trade was, unfortunately, verified by events. The other 
producing countries were driven by conditions of unemployment and conditions 
affecting monetary exchange to attack the markets that had previously been 
almost exclusively held by the Welsh makers. In spite of the fact that 
Welsh costs of production were still the lowest in the world and export prices 
were showing little or no margin of profit, the other countries were competing 
on an artificial non-commercial basis. They were selling tinplates for export 
in various markets from 20 to 40 per cent. below their domestic prices. These 
artificial conditions of trade made it necessary for the Welsh industry to seek 
some reasonable trading conditions other than the artificial non-trading 








ry. 
on 
nis 


‘or 
ist 


ns 


ns 
en 
at 


ng 
ort 
ek 
ng 


Gu 
LLANELLY and DISTRICT ELECTRIC 
SUPPLY COMPANY, LIMITED. 


CHEAP ELECTRICITY FOR ALL PURPOSES. 
ATTRACTIVE INDUSTRIAL TARIFFS. 
TWO-PART DOMESTIC AND BUSINESS TARIFFS. 


THE AREAS SERVED 


BY LLANELLY AND DISTRICT ELECTRIC SUPPLY COMPANY LIMITED AND ITS 

SUBSIDIARY THE GORSEINON ELECTRIC LIGHT COMPANY LIMITED, COM- 

PRISING THE BOROUGHS OF LLANELLY AND KIDWELLY; THE URBAN DISTRICTS 

OF BURRY PORT AND LLWCHWR; THE RURAL DISTRICT OF LLANELLY AND 

PARTS OF THE RURAL DISTRICTS OF CARMARTHEN AND LLANDILO FAWR. 
(AREA 150,000 ACRES _— POPULATION 150,000) 


OFFER 
EXCEPTIONAL FACILITIES 
FOR 
FACTORIES AND WORKSHOPS. 


(CHEAP ELECTRICITY, CONVENIENT AND EXTENSIVE SITES, 
EXCELLENT DOCK AND RAILWAY COMMUNICATIONS) 


THE COMPANY’S GENERATING STATION AT 
NORTH DOCK, LLANELLY, 
IS A SELECTED STATION 

FOR THE PURPOSES OF THE GRID SCHEME. 


FULL INFORMATION AND EXPERT ADVICE READILY 
GIVEN TO CONSUMERS AND PROSPECTIVE CONSUMERS. 





Head Office: 66, QUEEN STREET, LONDON, E.C.4. 
Telephone: CITY 2046. 
OFFICES AND SHOWROOMS : 
56, STEPNEY STREET, LLANELLY. 84, HIGH STREET, GORSEINON. 
Telephone: LLANELLY 1066. Telephone : GORSEINON 69. 















THE BANKER 





conditions that were prevailing. Therefore, from 1934 to 1939, a measure 
of reasonable trading arrangements was maintained. To secure such a 
limitation of the extent to which the export trade was being conducted without 
regard for actual economic factors, a certain limited share of the tonnage 
of the world export business for the competing countries had to be recognized. 
Nevertheless, the export trade was still about 8 million boxes and the total 
production about 17 million boxes. Particular note should be made of the 
fact that there was agreement with the other countries that all should combine 
in efforts to bring about a large expansion of world consumption. 

The demand for the Welsh plates in the early days of the industry was 
mainly for various household and other utensils. The users of the plates 
were mainly small tinsmiths and tinkers. Afterwards various types of canisters 
for holding or distributing all sorts of goods were found useful and attractive 
and gradually factories were opened for the production of various types of 
such canisters. In the interval between the last war and this war efforts 
were made in the U.S.A. to improve the production of the large volume of 
thin sheets required by the manufacturers of motor cars. Large continuous 
strip units for producing such sheets in better quality than before and at lower 
cost were found successful in the U.S.A. This led to a quick abandonment 
of the old type mills in the U.S.A. and the laying down by the various companies 
of these new large continuous producing units. The result has been the 
investment of capital on a large scale in the U.S.A. for a possible production 
substantially in excess of the probable consumption requirements of that 
country. There will, therefore, be a very strong incentive to dispose of the 
output from the surplus capacity in the export markets. The manufacturers 
of South Wales have, so far, only brought into production one of these large 
new units, and the industry has been prevented by the war from erecting 
similar new units to take the place of the old type method of production. 
Arrangements are being made to hasten the erection of additional units of 
the latest type, but in the meantime there will be a transition period, and 
the question of holding or recovering the export markets that have been denied 
to the industry during the war may be difficult. . 

This short sketch should create some confidence in the capacity of the 
Welsh industry to solve its difficulties and maintain its place as a leading 
factor in the world’s tinplate business. This confidence does not arise only 
from a long history of constant improvement and leadership in technical, 
research, and commercial matters, but from the unique record of the industry 
in finding ways and means of close business co-operation. Mention should 
be made of the fact that this industry was amongst the first in the world 
to establish a Joint Conciliation Board with its employees. The well-known 
Whitley recommendation for industrial boards was chiefly based on the 
constitution of the Tinplate Conciliation Board that had been working for 
many years. As in the past, the industry will, with reasonable support 
from labour and Government authorities, place itself from a technical point 
of view in a strong competitive position ; but the record justifies an expectation 
that, as always in the past, the industry will take a lead in stimulating in 
the undeveloped areas of the world a steady expansion in the consumption 
of tinplates that may absorb the production capacity of other countries and 
still enable the industry in South Wales steadily to expand its production, 
as it has during the past 200 years. 
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THE BANK OF AUSTRALASIA 


FUTURE OF TRADING BANKS 


MR. D. F. ANDERSON’S STATEMENT 


of Australasia was held on March 22 

at 4, Threadneedle Street, London, E.C. 

The following is a summary of the statement 

by the Chairman, Mr. D. F. Anderson, circu- 
lated with the report and accounts :— 


As for the results for the year, comparison 
is difficult because this year we have provided 
out of the current year’s profits for the taxa- 
tion on them which we shall have to pay when 
due. We propose to adopt this practice in 
future. 


TT: Annual General Meeting of the Bank 


BALANCE-SHEET VARIATIONS 


The balance-sheet variations follow the now 
usual trend, which merely reflects the financial 
policy and control of the Australian and New 
Zealand Governments during the war. De- 
posits are up and advances are down. Govern- 
ment securities and the special wartime 
deposit account with the Commonwealth Bank 
of Australia are up. As a natural consequence 
of all this our advances to customers are now 
44-21 per cent. of total deposits, including fixed 
deposits, compared with 55.73 per cent. last 
year, and 88 per cent. as an average over the 
three years to October, 1939. In other words, 
our funds are largely in direct Government 
service, and the employment of that part of 
them which is not borrowed by Government is 
closely controlled. 


This is no place to review our future policy 
in detail, but in general we believe that the 
trading banks can make a great contribution 
to the further development of Australia and 
New Zealand alike. Whether in fact they will 
do so depends not wholly, and indeed not 
chiefly, on them. If they are to give of their 
best, their attitude must be dynamic, rather 
than static, but no enterprise can undertake 
the risks of a dynamic role if it is tied down to 
rewards which are sufficient only for a static 
part. Nor can banks make their proper con- 
tribution towards development if they are 
regarded by their Government as, at best, co- 
belligerents, 


GOVERNMENT AND THE BANKS 

The Commonwealth Government has 
recently announced its intention of acquiring 
full control of the Commonwealth Bank, using 
t as an active competitor for the business 
hitherto carried on by the Trading Banks, and 
of giving permanence to the wartime controls 
over these latter. The Government does not 
intend to nationalize the Trading Banks, and 
the general effect of this policy on our future 
will perhaps be determined as much by the 


spirit in which the competition and controls 
are exercised as by the legislation itself. If 
the Government has no use for us it will be 
in a position to make our business unprofitable. 
If, as 1 hope, it believes us to be an asset to 
Australia, then we need not fear the future. 


I make no comment on the specific legisla- 
tion to retain wartime controls, since none has 
yet been introduced. But I do suggest that the 
argument—ignoring political shibboleths— 
behind such legislation is that Australia lacks 
capital and labour for immigration and 
development, and must therefore devote all she 
has to purposes deemed proper by Govern- 
ment. None must be ‘“‘ wasted.’’ But will 
Australia attract people and capital on these 
terms, if greater scope and freedom is obtained 
elsewhere ? Will not a claim by Government 
to a complete control of people and capital 
repel both ? And would not Australia dispose 
of far more people and capital available for 
her needs if, by allowing some apparent 
‘ waste "’ (which, of course, might turn out to 
be no waste at all) in their use, she were to 
attract an inflow of both from outside the 
country ? 

It would seem far more promising to 
attempt to increase the pool rather than to 
canalize rigidly what exists, and perhaps the 
first step of all towards encouraging new 
capital to flow in would be to modify the 
Exchange Control which does not even permit 
of capital being remitted to London. The 
Exchange Control was introduced under 
financial conditions which appear since almost 
to have reversed themselves. Its retention, far 
from serving any Australian interest, seems 
now to be an anachronism and merely dis- 
couraging to new capital which is timid of 
entering any field which is marked “ no exit.” 

VALUE OF INITIATIVE 

As for the effect of full Government control, 
on individual or ‘‘ company "’ enterprise and 
initiative, opinions differ. But I do not believe, 
for instance, that Broken Hill Proprietary, that 
great enterprise, would have done what it has 
for the industrial advance of Australia but 
for the initiative of individuals who had ideas, 
energy and skill and were allowed the scope 
to drive them forward over these many years. 
Whether the growth of Broken Hill Proprietary 
would have been more or less impressive if its 
dealings with its bankers since 1885 had been 
under strict Government control, it is perhaps 
particularly immodest for the Bank of Aus- 
tralasia to speculate, but the answer is relevant 
to the issue. 
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THE EASTERN BANK LIMITED 


DIVIDEND OF 54 PER CENT 


SIR JAMES LEIGH-WOOD’S STATEMENT 


of The Eastern Bank Limited was held 


Ts Thirty-fifth Annual General Meeting 
on March 21 in London. 


The following is the statement by Sir James 
Leigh-Wood, K.B.E., C.B., C.M.G., the chair- 
man, circulated with the report and accounts :-— 

A very welcome improvement in the speed 
of mails from the East has enabled us to 
present to you our report and accounts for 
1944 with all the promptness of pre-war years. 
We have thus been able to revert to the former 
practice of recommending a final dividend for 
your approval at the general meeting to be held 
on March 21, instead of declaring a second 
interim dividend prior to the meeting. 


The rate of 3s. per share proposed for the 
final dividend will make the total distribution 
for the year equal to 54 per cent., as for 1943, 
when the figures shown were within {200 of 
the present net profit of £98,704 14s. 


RESERVE FUND STRENGTHENED 

In pursuance of the policy to increase the 
published reserve fund, the board have appro- 
priated £50,000 from the net profit and a 
further £50,000 from contingencies account, 
bringing the fund up to £700,000. After allow- 
ing for the interim dividend paid in October and 
the final dividend now proposed, the balance 
of profit to be carried forward will be 
£72,876 2s. 1d., against £79,171 8s. 1d. brought 
in. 

As customary the figure of net profit was 
reached after appropriations to the credit of 
contingencies account, out of which account 
provision has now been made for all remaining 
assets in Singapore except balances with other 
banks there. Whilst it is hoped that the assets 
thus written off are not irretrievably lost, it 
was considered prudent to face an unfavourable 
outcome. 

Of other changes in the balance-sheet the 
most striking by comparison with the figures 
of the preceding year is the reduction in lia- 
bilities on current and deposit accounts of some 
£1,375,000, which is reflected in the smaller 
holding of cash by £735,425 and of bills receiv- 
able by £695,357. These changes were in fact 
transitory, record higher levels being reached 
in the first few days of January. Our holding 
of Government securities is greater by £300,000 
—in round figures—and there is a slight 
increase in advances to customers. 


CONDITIONS IN INDIA AND CEYLON 


There has been no marked change in the 
commercial situation in India and Ceylon 
during the past year. With few exceptions the 
surplus of commodities available for export is 
purchased by British Government departments 


and paid for by telegraphic transfer on London. 
It is to be supposed that this method must 
continue for some time yet, whilst the absence 
of consumer goods for import still further 
restricts the functions of the exchange banks 
as formerly practised. 

In India the establishment of several in- 
digenous banks, under strong local auspices, 
has necessarily resulted in keen competition 
for advances. 


SITUATION IN IRAQ 


The situation in Iraq is very similar as the 
supply of money is more than ample. There 
is an urgent demand for consumer goods in the 
bazaars which cannot be wholly met at present 
from this country owing to a shortage of 
manufacture and shipping. There are, how- 
ever, signs of an improvement of imports 
though great competition has to be faced 
from the United States, who are becoming 
increasingly active in Iraq, as well as in the 
Middle East generally. 


PRESENT POSITION AND FUTURE 


Our profits are now largely derived from 
interest on Government securities, the where- 
withal having been provided by the great 
increase in deposits. Whilst such investments 
result in assured returns, trade and commerce 
are not thereby encouraged and nourished as 
they would be from loans and bills of exchange 
to finance the manufacture and movement 
of goods. 


With the cessation of hostilities this country 
will enter a period of reconstruction calling 
for co-operation and good will in every direc- 
tion. With the long experience and adapt- 
ability of our manufacturers and merchants 
and the skill of our craftsmen we should win 
through, although the road will be long and 
hard. The recent vigorous speech of Mr. 
Brendan Bracken was encouraging, and as 
gradually the fetters on trade imposed by the 
war are removed we shall hope to return, 
step by step, to our long-held position as a 
great exporting nation, with benefit to our 
people in every direction. 

I wish to express my warm thanks to our 
staff at home and overseas who have served 
us well. We have endeavoured to ease their 
financial situation by grants-in-aid, which 
have materially added to _ establishment 
charges, though this has been a pleasurable 
duty. I am very glad to report that we have 
been able to grant home leave to a few of our 
officers in the East, but reliefs and passages 
are still difficult to arrange. I conclude by 
adding my usual but by no means perfunctory 
tribute to Mr. Golder, our general manager. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


MR. V. A. GRANTHAM’S STATEMENT 


of the Chartered Bank “of India, Australia 
and China was held at 38, Bishopsgate, 
E.C., on March 28 

The following is an extract from the state- 
ment by Mr. V. A. Grantham (chairman) 
circulated with the report: 

The figures of the balance-sheet are greater 
than on any previous occasion, the total at 
£95,564,109 showing an increase of £6,645,851 
over that of last year. Certain alterations in 
the form of the balance-sheet have been made, 
at the suggestion of the auditors, but changes 
of importance are few, however, and on the 
liabilities side are confined to current and other 
deposits, which are up by £7,839,772. This 
increase is offset on the assets side by increases 
in cash, in Government and other securities 
and in bills of exchange, including Treasury 
Bills, of £4,297,429, £2,357,004 and £1,772,924 
respectively, while the balance of remittances, 
drafts, etc., in transit between head office, 
branches and agencies, etc., has decreased by 
some {£1,992,361. The ratio of cash to our 

call”’ liabilities is 23.2 per cent., and if 
Government and other securities, which mainly 
consist of short-dated securities, and bills of 
exchange, including Treasury Bills, are in- 
cluded, the ratio is 82.2 per cent. 


Te: ninety-first ordinary general meeting 


ALLOCATION OF PROFIT 


The profit for the year amounts to £320,999, 
which I trust, in view of the conditions ruling 
throughout the world, you will consider satis- 
factory. We brought forward from last year a 
balance of £371,372, so that we have a total of 
£692,372 to deal with. An interim dividend 
at the rate of 5 per cent. per annum for the six 
months to June 30 was paid last year, absorbing 
£75,000, and we propose that a dividend for the 
half-year to December 31 last at 5 per cent. 
per annum, costing £75,000, should be paid ; 
that {100,000 be set aside on account of 
contingencies, and the balance of £387,372 
carried forward. 


IMPORTANCE OF TWO-WAY TRADE 


Dependent as we in this country are upon 
imports for our very livelihood, no excuse is 
necessary for stressing also the importance of 
exports—in other words, of two-sided trade. 
His Majesty’s Government have announced 
their intention of promoting the expansion of 
the export trade of this country immediately 
a substantial transfer of man-power becomes 
possible. This Bank is prepared to do all in its 
power to assist them in the rehabilitation and 
expansion of the Eastern section of this trade. 


THE MERCANTILE BANK 
OF INDIA LTD. 


HEAD OFFICE : 


CAPITAL AUTHORISED 
CAPITAL PAID UP 


15 GRACECHURCH STREET, LONDON, 


E.C.3. 


RESERVE FUND AND UNDIVIDED PROFITS — 





BOARD OF DIRECTORS 


Sir Charles Alexander Innes, K.C.S.1., C.L.E. (Chairman) 
Sir Thomas —_ as ° a dD. (Deputy Chairman) 


The Hon. R. H. 
Sir Clifford Fis 


ames a ~~ 
be John G. 


E. J. Bunbury, Esq., 


BRANCHES AND AGENCIES THROUGHOUT THE EAST 


NEW YORK AGENCY: BANK OF MONTREAL 


EVERY DESCRIPTION OF BANKING BUSINESS TRANSACTED 
TRUSTEESHIPS AND EXECUTORSHIPS ACCEPTED 





THE FINANCIAL NEWS though in short supply can still 

be purchased daily up and down the country. Should any 

difficulty arise write to the Publisher at 20, Bishopsgate, E.C.2, 
and he will guarantee to supply you. 








